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ECONOMIC AND FISCAL CONDITIONS IN RURAL
AMERICA

FRIDAY, MARCH 14, 1986
HoUSE oF REPRESENTATIVES,
-COMMITTEE ON THE BUDGET,

N Helena, MT.

The committee met, pursuant to notice; at 8:58 a.m., in the old
supreme _court chambers, room 825, State capitol, Helena, MT,
Hon. William H. Gray III (chairman of the committee) presiding.

The CHAIRMAN. The committee will now come to order.

r00d MO 1 am happy to bring the House Budget Committee

to the city of Helena as we continue our hearings on the 1987
budget. Joining me is Congressman Pat Williams, who as a
member of the committee, invited us to visit this region of the
country. He knew that it was essential that we observe first hand
the fiscal and economic realities in this part of our Nation. Other
Members joining us today are Congressmen Lowry, Derrick, Wolpe,
Fazio, and Weber: S
Under the Balanced Budget and Emergency Deficit Control Act

'Good morning. I a

of 1985, commonly known as the Gramm-Rudman bill; the Con-

gress is conmitted to reducing the Federal deficit to $144 billion

for fiscal year 1987, and a balanced budget by 1991. The policy

choices that we must make to attain these requirements will have
a profound implication for our Nation. They will also affect the
State and local governments. = _ - o
I believe that all three levels of government and all of our citi-
zens should face these issues together. That is why we have come
toMontanatoday. @ = = ) . o
__The State of Montana understands the partnership that exists
with the Federal Government under our current Federal system.
In 1984, Montana received one-half billion dollais in Federal
grants, including $127 million from the Department of Health and
Human Services, of which $55 million was for Medicaid and $19
million for AFDC; $127 million from the Department of Tranzpor-
tation, largely for highways; $88.5 million from the Depariment of
Education, including $36 million for compensatory education, and

$48 million for handicap education programs; $36 million from the
Department of Agriculture. =~ ) o

_In earlier hearings, the committee heard bipartisan testimory
from the leading State and local government organizations, includ.
ing the National Governors’ Association, the National Conference

of State Legislatures, and the National Association of Counties.

The téstimony at these and other hearings has revealed little sup-
@
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port for the priorities of the President’s budget. However, there is
clear support among all Americans across party lines that we must
reduce our deficits: L o o L o

_ Yesterday the Houise of Representatives voted on the President’s

economic prescription; and the President’s budget was defeated 312
to 12. Now we must develop an alternative that is hopefully bipar-

tisan: It must give us a deficit for fiscal year 1987 of $144 billion:

This should be done with equity and consideration for all regions of

this great Nation and all sectors of our eccnomy. - .
Today we are here to listen to the Governor as well as other

local officials from Montana, Washington, and Idaho. Congressman
Williams, who is a distinguished senior member of the Budget

Commiittee, certainly unuerstands. this region and we are with him
to get a firsthand look at your problems.
~ We regret that we will not be able to conduct this hearing all
day today and tomorrow because we know there are many, many
people who would like to testify. Because of time. constraints, we
have tried to select a group of witnesses that will give us expert
testimony on the needs and concerns of this region and State. How-
ever, if there are those who would like to have their testimony as a
part of our permanent record, the record will be kept open for 5
days so that you can submit it to Congressman Pat Williams’ office.
_ Congressman Pat Williams will make a brief opening statement,
and then our ranking Reoublican member;, Mr. Weber, will also
give a few opening remarks before we proceed with our first wit-
ness. Congressman Williams: o

Mr. WiLLiaMS. Thank you very much, Mr. Chairman. _

I want_to. welcome you and my colleagues here to the Big Sky.
We're delighted that you have agreed to include our part of the

West in the budget hearings. The Budget Committee has been to
several places listening to Americans; trying to determine what
they think about the President’s budget and what they would do if
they were writing their own Federal budget by themselves. = __
~ The answers aren’t easy. But it was important, we believe, to
come to our part of the West because we have a unique relation-
ship here with the Federal Government. A unique local, State, and
Eederai partnership exists, and our part of the West has benefited
. Make no mistake about this; my friends, as the Budget Commit-
tee procseds with writing a budget, some of the programs, some of

the nelp and assistance which the West has had in the past; will be
either severely curtailed or eliminated. What we are hoping to

hear today from Montanans, from Washingtonians; and folks from

Idaho, is not only what we need, but what we can do with less of.

_ The other thing that we would like to know is what de cuts in
the Federal budget do to our local tax base and what is the ability

of our citizens to pay more local and State taxes to make up for the

losses that most likely will be incurred from the Federal budget.
- Azain, Mr. Chairman, and my colleagues, I am grateful that
you’re with us here in Montana. e
" The CHAIRMAN. Thank you, Congressman Williams. And now to
Congressman Weber, who is our ranking minority member repre-
senting the Repubiican side of the aisle:

7
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_Mr. Weser. Thank you, Mr: Chairman, and thank you, Mr. Wil-
liams. It’s a pleasure to be here. ) o :
_ As one Republican member out of seven members on this panel;
I want to assure everybody that I have been treated well by my

Democratic _colleagues. We. flew out yesterday on an Air Force

plane together and they didn’t make me sit in the back of the

plane. I did question why there were only six parachutes, [Laugh-
ter.] But the chairman assured me it was a Gramm-Rudman out
and nothing political. == - S
I want to especially thank our friend and colleague, Pat Wil-
liams, for bringing us here to Montana, and I want to thank my
colleagues for agreeing to come after this hearing to my district in
southwesterr: Minnesota. There are many things_that are similar
between this district and my district in southwest Minnesota, along

the South Dakota border. I suppose the reason that we're holding
these hearings is both Pat Williams and I think these hearings are

important because in our part of the country we're quite a ways
away from the Eastern urban centers, particularly from our Na-

tion’s Capital. There is always a strong feeling that it is important
to bring people out tc the West and the Midwest, to the small
towns and small cities; from the Eastern centers of power to listen

to our problems and understand how the actions of Government

impact on our lives in the West and Midwest. So this hearing is
important not just to Mr. Williams and to the people of Montana
but I'm grateful to Pat Williams for holding this hearing because I
think it's of benefit to all Americans. I hope the hearing we're
going to hold in my district later on today is much the same. __

_ Yesterday the House of Representatives voted down President
Reagan’s budget in an overwhelming and bipartisan manner. That
puts the President’s budget behind us. Now we have to look ahead,
in my judgment, at the next challenge, which is to avoid in my
judgment an even more dangerous approach to the budgetcutting
problem, which would be the automatic sequestration, the across-

the-board cuts that will take place under the Gramm-Ruiman Act
if Congress fails to come up with a more sensible and balanced ap-
proach to deficit reduction: _ - -
— Within the next week or two Chairman Gray will convene the
Budget Committee to begin work in our body on an approach to re-
ducing the deficit to $144 billion that would avoid the sequestration
trigger. It is particularly appropriate that this hearing is held at
this particular time, just as we're about to begin those delibera-
tions; so that we can be sensitive to the needs of the people of Mon-
tana and the Mountain West as we make what are doubtless going
to be painful decisions in some cases. Thank you: o
The CHairMAN. Thank you very miuch, Congressman Weber.

.-We call to the witness table our first witness, Hon. Ted Schwin-
den, the Governor of the State of Montana. Governor, we welcome
you to this hearing of the Fouse of Representatives Budget Comi-
mittee; o .

._ Before you begin, let me say how much we appreciate being here
in the capital and in this great State. This is particularly true for a
city boy from Philadelphia;, who usually views high-rise buildings
from his windows.to wake up this morning and see what I thought
were mountains. But then Pat Williams said ‘“No, we cal! dem der

8
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things hills.” It was a sight to behold and we're just delighted to be
in your State. =~~~
. Governor; we would urge you to summarize your testmony in 5
to 7 minutes, so that we have more time to ask questions. Those

witnesses who are awaiting their turn, please do likewise and pre-
pare to summarize your testimony also. Your full written state-
ments will go into the record. .

__Governor; thank you for allowing us to come to your ététe.
Thank you for allowing us to use your capital building, and wel-

come to these hearings:

STATEMENT OF HON. TED SCHWINDEN, GOVERNOR OF THE
, 'STATE OF MONTANA

__Mr. ScuwinDEN. Thank you very much, Mr. Chairman.
May [ join our Congressman Pat Williams in welcoming you. And
you never need permission to zome to Montana because we always
have the weicoine matout. ...~~~

We appreciate, as both Pat Williams and Congressman Weber
have said; the fact that you have taken this opportunity to *isit the
West, because I think it is rare, if not the first time, that we’ve had
the opportunity to be heard on our turf hy a committee that carries
with it the prestige and the important decisionmaking responsibil-
ities of the Budget Committee. N S -
~ Following my remarks I will submit a copy of my testimony for
the record. Actually, I have not submitted the 100 copies you re-
quested because I wanied to make a point this morning. You folks,
if you want 100, you can pay for them. [Laughter:]

" ¥ think the other point I wanted to make is that, very clearly,
the 50 States can no longer provide for services that are based not

on need but on tradition. And speaking of tradition and change,
when I took office in this capital some 5 years ago, the promise of

that partnership that was then_characterized by the President as

“New Federalism” created in all of the 50 Governors and the Gov-
ernors of the Territories an enthusiasm and _excitement that 1
think was unparalleled in recent history. The Governors believed,
and we were deceived.

" Frankly, gentlemen, we have not, had a sorting out of State and
Federal responsibilities and funding. What we have had is a sifting

down of additional responsibilities in_areas that are as diverse as
highways and Medicaid. We have had repeated Federal incursions

into revenue areas that have been historically important to meet-
ing the fiscal requirements of the States. We have had offered, and
theri withdrawn, a major new area of State revenue—and P'm
speaking of the 8-cent Federal cigarette tax. Because despite direct
assurances from the Budget Director and the President himself a
year ago in the White House, that tax was reimposed late last year.

Our disenchantment with the “New Federalism” is complete. It

is really hard for the Governors, as you have heard from the Na-

tional Governors’ Association; to maintain enthusiz'm for what I

can only characterize as a kind of philosophic “Trcjan Horse.” New
Federalism has been a vehicle to off-load bills on to the States,
while effectively diminishing our ability to pay for them.

g
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__One example: '‘When I took office in 1981; the exacutive branch in
Montana, under my control, had authorized 10,375 full-time em-
ployees. By the eud of last December, we were down to 9,024 actual
employees on the State payroll, well short of the authorized, legis-
latively approved level of 9,712: We have kept our State budget bal-
anced by biting the bullet, despite what I'm sure you have already
heard from Mr. Williams as you have come to our State, truly dis-
astrous conditiorns in agriculture and mining throughout the entire

West. Just a month ago I had to reduce, as many other Governors
have done, our State appropriations by 2 percent. Governor Sinner
of North Dakota just reduced appropriations by 8 percent in North

Dakota. , ] DR
- In that same 5-year period, as you know, the Federal deficit has

doubled, and, incredibly; Federal employment under the Reagan
administration has increased by some 5 percent. =~

The States don’t expect Federal miracles: We do ask of our Fed-
eral Government what we demand of ourselves, and that is the

ability to respond in a timely fashion to legitimate coiicerns; to
ma.'= the kinds of tough choices that are necessary to protect this
Nation’s fiscal integrity. I think without that kind of commitment,
Montana and our sister States will find ourselves increasingly
caught between a rock and a hard place: I think nowhere is that
trap more evident than what is happening in our agricultural in-

dustry and our agric. ‘ural economy here in the Nation’s heart-
. The combination of the record Federal deficits and the strong

dollar that has emerged has hobbled significantly the ab:lity of our
farm and ranch producers to produce grain and beef in competition
in overseas markets. And yet the Reagan administration proposal,
which has been that we ought to export our way back to rural pros-

perity, is in direct contrast with the recommendations of the Presi-
dent’s budget, that we cut by 50 percent the support to the Foreign

Agriculture Service, which as you know, is the agency that sup-
ports cooperative export promotion in the United States. .

In recent years; failed Federal policy has more and more farm
producers relying on the IFarmers Home Administration financing.

We are going to_have a lot of good Montana producers who are
going to be eligible and qualify for the 3-year interest buydown
that the Congress approved in the Farm Act late last year. Hope-
fully, that bill will provide the opportunity for some of our produc-
ers to stay in business with lower rates. But we are already in the
fields in Montang; and the Farmers Home Administration; just late
last week, finally .-sued the regulations to implement that buy-

down program. It cl:arly is going to be several more weeks before
our farm producers are going to have an opportunity to take ad-
vantage of that process or to find nut whether they’re going to
make it thisyear.

. As som- of yoa may know, a Montana newspaper editorial yes-

terday predicted *hat your budget nearing today would ‘‘get an

earful” In their words, you will, gentlemen. Western States are
desperately struggling to keep their houses in order, and that’s a

task that is_made almost impossible by the uncertainty that sur-
rounds the President’s proposed budget—some of that uncertainty

10
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has been removed this morning—and the entire Gramm-Rudman
conicept e e

Last month in Washington when the Governors met; one of your
colleagues frcm the Congress echoed more elogquently than I could
the growing frustration th;at exists in this country—and let me
quote your colleagiie. He Sa{d: - ) , o
__ The divisions in Congress and the White House seem almost irreconcilable. The
struggle is not just over dollars and cents-but over the very gut questions of federal-
ism. You are asked to sort out your own State budgets with little more than a guess
at Washington’s bottom line, knowing only that the trend toward greater cutbacks
in Federal aid continues. Given the size of the deficit and the entrenched orthedoxy
at the White House, the traditional Federal role of provider and protector is being
redefined into a kind of reugh frontiersman, high on self-reliance.

Congressman Rostenkowskisaid:

What concerns me most, is_the slow but steady dawnirg that we can no longer
govern. The consequences of stalemate and gridlock are not just the grist for colum-
nists and Wall Street newsletters; they are becoming the nagging truths for all
Americans, and with reason. L L

That’s the end of Congressinan Rostenkowski’s comments.

_Gentlemen; when _you go back to Washington, as you must;
please prove Dan Rostenkowski wrong. The people of America

know that painful decisions are infinitely better than no decisions
atail. =

Thank you very much: I would be happy to try and respond to
any questions.

The CuairMAN. Thank you very much; Governor. = .
_ Do you have any requirements here in the State of Montana for
a balanced budget? . o . ) o )
_Mr. ScHwINDEN. Yes; 49 States have such a provision, 1
does not; Vermont, but it has always followed the balanced budget
process. o

The CuamkmaN: In light of that requirement—when is your fiscal
year, may lask?

Mr. ScawinDEN. The end of June,; July 1. . ] R

The CHAIRMAN. With that deadline and the massive shifts in re-
spousibility taking place under the rubric of “New Federalism,”
what does that mean in terms of your State’s ability to make up

for vital services and needs which you count on as you put together

your budget for the first of July? Ours is not finalized, as you well

know, until October 1. - . . . A
What does that mean for you? Should there be major reductions

in agriculture; in highways; in the Federal role with regard to min-

erals? 1f that changed drastically and significantly, would you be
able_to handle that in terms of fulfilling the needs of the State?
Would you have to go to some revenue raiser or tax incrcase, or
just drop the services? - oo S

Mr. Scew~INDEN. Well, we would obviously have to do what is
niecessary, given the balanced budget requirement of our constitu-
tion. We have already begun that process in this fiscal year be-
cause, in this case, it’s not the lack of information about what may
or may not happen in terms of Federal appropriations; but the dy-
namics of the economy, in terms of reductions in oil prices, the col-
lapse .of our agricultural economy, that have given us some reve-
nue shortfalls.

i1
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We_have already reduced our budget by 2 percent. I fully antici-
pate that we will have to reduce it furthes next year; and in all

likelihood—or at least there is some likelihood now—that we’ll

have to call another special session before the beginning of the

fiscal year to respond, first of all, to what is happening to our econ-
omy and that of other basic industry States. === =~ == =

The other problem that we have, the one you mentioned, which
is our inability to accurately predict what the administration and

the Congress will ultimately do in terms of responding to_the rejec-
tion of the President’s budget, the sequestration issue and so forth;

that guessing game_of what is going to happen is one of the most
difficult processes for State legislatures and for Governors. Our
State normally has a legislative session only every other year, so
not only do we have the uncertainties associated with 30-month

predictions of revenue. or the economy; we have a couple of €on-

gresses that go by and Federal budgets. Back in 1981 we actually
had the legislature which mandated that we go back into special
session-when. the first block grants were approved that fall. We do
a lot of groping around in the dark, in the halls of State capitols:

The CHAIRMAN. Thank you, Governor. Mr. Weber.
_ Mr. WEBER. Governor Schwinden; I just wonder if you have had
a_chance to analyze the impact of the sequestration that could take
place in October on Mo:itana, As I said in my opening remarks, we
have the President’s budget basically belind us. I am mostly con-
cerned, as are most of us on the committee; about what sequestra-
tion would mean. Can you describe for us a little bit the impact on
this State if, indeed; we did fail in our job and we had to go to

those automaticcuts? .. = . . _ : o
___Mr. ScHWINDEN. First of all, I'm going to make the pre-
sumption that you will naot fail, because I think the historic role of
Congress has been one of accepting its responsibility to establish

public policy. Clearly the decision on how American tax dollars are
allocated ought to be your responsibility; not the President’s, and

not some automatic formula. .

I don’t have the exact number figures that will impact us if the

sequestration process takes place. But as I indicated in my re-
sponse to Congressman Gray, if it takes place, it doesn’t matter

what happens to us; we have to respond to it. If that happens, one
of the things that I suspect would clearly happen is we would call
the legislature into session because we would have to make some
massive reallocations of existing State resources and, in all likeli-
hood, look at the replacement of at least some of the lost revenues
that would result as a result of sequestration. I don’t have the
exact dollar numbers. - . L , ]

Mr. WEBER. Thank you, Governor. I have a lot of questions I
would like to ask but other panelists I am sure will want to. Thank
you-very much. -

The CHAIRMAN. Mr. Williams. o . .
- Mr. WiLLIAMs. (Governor, as you know, both of us have served in
the Montana Legislature. You malke a good case concerning the un-
certainties that seem to be_incorporated, at least for the last decade
or so; in Federal action. Those uncertainties perhaps are height-
ened_by the fact, as you have indicated, that your legislature in
this State does not meet annually. Should it?

[Ny
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 Mr. Scnwinoen. If we're going to continue to live under
the dual uncertainties of economic gyrations and Federal budget

uncertainties; I suspect we probably have no choice but to move in
that direction, Mr. Williams:

~Mr. Wituawms. Governor, we are, of course, in the legislative
branch, and you occupy the highest State position in the executive

branch. I guess your counterpart in Washington would be the

President. He believes that taxes on the Federal level shonld not be
increased. Let me ask you a two-part question. . _— - .. __
" First, do you agree with him about taxes on the Federal level,
and second, are taxes in Montana high encugh? Should they be in-
credsed liere? B o

Mr. ScuwinpEn, Well, I don’t want to substitute my judg-
mients for the President: As you know; he has taken a very strong-
headed opinion on the whole issue. My concern is that the deficit
picture which you have illustrated on this chart behind mie is ulti-

mately brought back into the same kind of balance that State fiscal
budgets are put in. Given the kinds of ‘numbers that appear to be
involved in not only the sequestration but just in the overall proc-
ess of trying to bring spending in line with revenue, it seems to me
clearly that at some point. there are going to_have to. be enhanced
revenue sources at the Federal level. Now, whether those take the
form of value-added, selective tuxes on fuel, import duties on oil,

those kinds of things, there has te be an increase in revenue be-
cause, frankly, I don’t believe that the cuts can be made at a level
that brings the budget into balance over the next 5 years. - -
" The decision as to whether or not we're going to have increased
taxes in Montana is one that I think is premature at this point.
The first thing we need to do is to make the kinds of spending re-

ductions that are authorized by our legislative process for the Gov-
ernor to use. The second thing we ought to do 1s—that any respon-
sible public official ought to do—is reexamine the priorities that
have been set over a period of time. = ) o

"I did not mean to be disrespectful when I made my point about
the testimony, but we can’t continue to make decisions based on
historic traditions. We have to make decisions based on needs
today, pricrities established today, concerns that are determined by

the people today. I think we have to look at_a reallocation of our
resources into areas of higher priority today. If those things do.not

achieve the balanced budget, then very clearly we will have to look
to new sources of revenue. . -

Mr. WiLLIAMS. Governor, I want to tell you personally how much
we appreciate you agreeing to be with us ‘this morning. And I want
my colleagues to know that this Governor does nst have an unlist-
ed phone number. His phone number is in the phone books in Mon-

tana. And when you call that number——

““Mr. ScHwWINDEN. Mr. Williams, don’t read it out loud.
[Laughter] - - L e
The last time the Washington Post printed it, I had a miserable 3

months, from fraternity houses in Ohio State and so forth. _
Mr. Wittiams. When you call that number, and you say I need to

gpeak to the Governor, the Governor says “You are.”

Governor Schwinden we’re delighted that you're here. 1 appreci-
ate the frankness of your responses today.

13
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Mr. ScHwINDEN. Thank you.
The CuAiRMAN, Mr, Derrick. .
~ Mr. Derrick. Thank you, Mr. Chairman. Governor, I have an in-
terpreter_down there if you need someone to interpret my accent
for you:. We are pleased to be here. . . .

Governor; have you balaniced your budget yet? =~ =
-Mr. ScHwINDEN: Our budget was balanced; hopefully, at
the end of the last session, with a very minimal surplus. We have
seen that surplus.very dramatically erode. Every time the price of
crude oil drops $§1—I don’t feel as bad as Mark White, who loses
$100 million—but we lose $3 millicn. And since taxes on minerals

produced in this State represent about 20 percent of our revenue,

what’s happening in oil and coal has been the reason we’ve had to
cut back. But we intend to stay in balanice. We have no choice.

__ Mr. Derrick:. Governor, when 1 go into a State; I take a little
time to look into the budget, just to- peruse the State I'm going
into: I want to suggest to you that if the Federal Government used
the same accounting procedure that the State of Montana did, we
would also have a balanced budget. I noticed in fiscal year 1985
your budget was about $1.5 billion, and in addition to_that, you had
about $375.6 million in additional expenditures that were off
budget, which, of course, would amount to about 25 percent of your

operational budget. Of course, as we all know, these are things for
university systems and pension payments for retired employees
and what not_that are going to have to be paid for. They are a debt,
they are an obligation; no more or less than the national debt:

So I just want to suggest to you that you're not unlike many

other States—and I don’t mean to be critical of it at all—but to say
that the State has a balanced budget in the context of the Federal

budget is just_not the case. You see; on the Federal level, as you

know, we would include all of that in a unified budget. That would

come out as part of our deficit; whereas you kind of put it over
here to the side and it doesn’t.

But anyway, be that as it may, your 2 percent reduction, is this
across the board? I mean, do you hit education, AFDC and all of

these programs straight across the board? A .
Mr. ScHwINDEN. What we did is we applied it to all execu-

tive branch agencies; but by law, there are a couple of areas in
which I may not reduce. One is the area_of the judiciary, for obvi-
ous reasons. The other one is I cannot reduce the appropriation for
what we call our school foundation program, which is approximate-
ly 50 percent of the cost of K through 12 which is paid for by the
State. Otherwise, every agency was required to reduce 2 percent.

Mr. Derrick. You say the judiciary is exempt? =
~ Mr. ScHwINDEN. Yes, it is exempt from my action. It is not
exempt obviously from legislative action. But under the authority
granted to the Governor to reduce appropriations by up to 15 per-
cent, that is an area that1 can’ttouch. =~

Mr. DErrick: I was talking to someone just yesterday who spent
last weekend with the Chief Justice, Mr. Burger, of the U.S. Su-

preme Court: He spent most of the weekend complaining about the
cuts that he had had to make in the Supreme Court as a result of
Gramm-Rudman-Hollings. So we have not exempted the Federal ju-
diciary. I would just pass that on.
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I understand where the lawyers are coming from, and they make
up the legislature. Be that as it may, thank you very much.
Mr. ScuwinpeN. Actually, if I could respond, Mr: Chair-
man, to the latter comment, while I did not have the executive au-

thority to roll back the judicial budget, we got excellent coopera-
tion and the judges themselves took the initiative on their own to
undertake that same effort. . B o . -
_ But in response to the question on the unified budget, I guess I
would make a general and then a specific response. . S
- One is that.if the Federal budget is in such good shape, I don’t
know why we're all so_concerned. The second is that we have had
the lowest per capita debt of any State in the country really until
we went out with an accelerated interstate construction program to
try to finish that Federal Defense Highway System and borrowed
over $100 million a couple of years ago so that we could complete it
by the end of this decade:. = S
__But you're absolutely right. There certainly is a difference in the

way that the unified budget of the Nation is computed as compared
to the States.

_ Mr. Derrick: Well, Governor; with all due respect, I think it is
just a matter of the way you advertise it. I think if you advertised

that the State of Montana had a 25 percent budget deficit, people

would be concerned. =~
The Caairman: The gentleman from Washington, Mr: Lowry.

_ Mr. Lowry. Thank you, Mr. Chairman, and thank you, Gover-

nor, for your straightforward testimony. - o
Mr. Williams has been working hard on the problem that electric

rate increases, electric power increases, increasing BPA rates
would- have on some specific industries and employment, and spe-
%}gcl:sally has talked to us about the aluminum plant at Columbia
My question is; Governor; there are proposals for about a. 10 per-
cent wholesale rate increase to BPA. That’s different than the pri-
vatization and all that. It’s just a plain tax increase, a rate increase
to BPA. What would be the effect in Montana on employment and
industry with that rate increase? @~ = = ==
- Mr.- SchwinDeEN. Congressman, it is really -hard to -answer
that. I think the obvious answer is that in the Columbia Falls area,
because the cost of power is the dominant cost in the operation of
that plant, the most dramatic impact would be on that facility. If
the imcrease is regionwide, then it is going to be mitigated some-
what by the fact that other aluminum industries in the region are
going to have the same kind of impact. . . ; B -
But given the fact that the price of aluminum is set in the world

and not in this regional market, the overall impact on the region is
going to be devastating.
_ In terms of the impact in other areas of our economy; it is really
hard to tell. I say that because we have endured over the last 4 or
5 years major structural changes in our total economy—the bank-
ruptcy of the Milwaukee Railroad, the closure of the entire Ana-

conda operation in terms of both their mining and smelting and re-
fining, what is clearly the worst year in at least modern history in
agriculture. Trying to sort out what an additionat impact would
have in a situation that is already very serious is really tough for
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me to do. I don’t want to ascribe problems to the rate which it may
not be the primary factor; but it would clearly be a primary fa~tor
in the 800-plus people who work at Columbia Falls.

Mr. Lowry. Would the plant be able to continue? @~
__Mr, ScawINDEN. Well, at this point we’re not absolutely
certain that the plant is going to be able to continue anyway, be-
cause of the very economic factors that I talked about. We have
been working with the Bonneville Power Administration. Obvious-
ly, the leadership of the delegation in this whole area is trying to
get a structure of rates that allows that facility and its sisters here
in the Northwest to continue.

Mr. Lowry. Thankyou. .

The CHAIRMAN. The gentleman from California; Mr. Fazio:

Mr. Fazio. Thank you, Mr. Chairman.

_Mr. Williams_has been informing us_over several years now
about what has been happening to the oil-based economy here. We

had some evidence in the recent unexpected jump.in the rate of un-

employment, from 6.7 percent up to 7.3 percent, that the oil impact

on the decline in production in Texas and California has contribut-
ed greatly to the economic concerns of a much broader cross-sec-
tion of this country. =~ = o

You mentioned earlier the possibility of looking to energy taxes,

when you talked about what we might look to as a solution to our
deficit problem if we were going to turn to revenues. We have been

confronted with a whole variety of proposals—gas tax increases,
broad-based energy taxes, oil import fees. I wondered if you would
comment for the benefit of the committee as to what some of those
various approaches might mean to Montana; whether they would
be seen as a positive or a negative for producers in this area, and
what impact that would have on your State’s budget; and perhaps
on the energy production in the whole region. @~ -. .=~
. Mr: ScuwinpeEN: I think the presumption would be that if
an import duty tax of some type were put on per barrel—and let’s
just take a magic figure of $10 a barrel—the obvious effect it would
have would be some stimulation to prices in the United States for

domestic crudes and some turnaround in_the economy of States
which are highly dependent upon oil. I get from the industry mixed

signals in Montana as to whether or not in the long run that is
goodornot.

~ One of the things that increasingly worries us, with oil continu-
ing to drop, is the possibility of losing, as we already have; tens of

thousands; if not hundreds of thousands; of very low productive ca-
pacity stripper wells. Once lost; albeit that is a small and impor-

tant part of our overall production picture, some consideration
ought to be given to keeping those operations in place. -

I would hope—and I think most Governors would concur with
me—that you shy away from the imposition of a tax on fuels them-
selves, because that; as I am sure.you know, has been a traditional
way for States, through the user fee approach; to finance our high-
way system. If you put on, as has been suggested, a 21-cent-a-gallon
tax, it makes it extremely difficult for even the most courageous
member of the legislature and Governor to suggest that we add an-
other 5 or 10 cents at the State level. That has been an area that

16
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really, until the interstate program, was_considered the province of
State revenue raising. I would hope that it remains essentially so.
Mr. Fazio. Thank you. . . . o

The CuAIRMAN. The gentleman from Michigan, Mr. Wolpe.

Mr. Wovrpk, Thank you, Mr. Chairman. =~ =~
~ Governor, I want to underscore a comment that you made .in the
early portion of your testimony; when you were noting what is hap-
pening with respect to the Federal budget and you noted that Fed-
eral employment now is up some 5 percent, notwithstanding the
deficit crisis and the reports of budget_cuts that have been occur-
ring across_the board in recent years. I suspect thai that is infor-
mation that would come as a surprise to most Americans; but it is
very accurate.
_ It would come as a surprise because I think most Americans
have understood the program that has been advanced over the past

several years as one designed to reduce the size of the Federal Gov-
ernment and designed, as well, to reduce the amount of Federal
spending and budget deficits. The reality has; as you suggest in
your testimony, been just the reverse. The Federal Goverinment
today is many thousands of employees larger, Federal spending has
inicreased, both in absolute amourits and as a percentage of gross

national product. Of course; as the chart behind you illustrates, the
Federal deficits are at an unprecedented high. - o

I say all that because I think it’s terribly important, if we’re
going to come.to terms. with the budget problem-this year, that
Americans understand that the real issue is that the rhetoric that
is talked about in lowering-the size of the Federal Government has
really masked a different kind of agenda, which is shifting prior-
ities. There have been massive cuts in everything from health care
to job training, education, all across the board, and every one of
those cuts has been offset by increases in the Pentagon and by in-

creases in; of course; the cost of interest on the national debt. This

year it is $150 billion alone, just interest on the national debt. So I

am glad you made that point. I think it's important to understand

that, as we approach the problems of the deficit this year; the real
issue is one of priorities.
_ In that regard, I would like to ask you one question; and that re-

lates to your unemployment situation here and the projected cut-
backs on areas such as job training, vocational education and the
like. Our latest information on State unemployment shows that in
December the unemployment rate for Montana was 8.8 percent,
compared to 7.4 percent in December 1984. What are your. latest
numbers; what_are your projections for unemployment; and what
impact would ,t,hbse,unemployment rates have for your own treas-
ury and for the problems you're trying to address here? =
~ Mr. ScHWINDEN. One of the. problems_ that you have when
you deal with the situation within a_specific State; our unemploy-
ment figures actually imprr- :d slightly last month over the year’s
prior month, which probably was more a factor of a very mild
winter and some construction than any other single factor: i

One of the things that truly complicates what is happening to
our State—and I think it is directly associated with the whole job
retraining issue—is to understand the magnitude of what has hap-
pened in our State in agriculture.
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La;t week I had our budget people pull out the Federal fignres
on Montana farm income for the last 16 years. Our averageé farm
income in this Siate, which is our No. 1 industry, was about $220-
$225 million a year. The highest we ever achieved was just under
$700 million in the good old days of 1972. Last year it dropped to
$79 million; in 1984. We don’t have the Federal figures yet. In 1984,
it dropped to $79 million, which is absiut one-fourth of the average

of the 16 years; and about half of the lowest year prior to that So

we're going to have significant changes that are happemng in the
rural economy in tlns State, and we’re not only going to have farm
producers but we're going to have employees in_local businesses
that formerly served farm prodiicers also looking for alternative or

new employment opportunities. Many of those people are not going
to be in the most hireable age demographic situation because the

average age of our producers in Montana ‘s just a little below 60
years of age. Those are not all people who are going to be leaving

the farm:
__ But if ; ‘you combme that w1th the real problems that we’ve had in
the mining industry, which are shared by most of these intermoun-

tain States; the collapse of the copper industry and so forth, what’s
happening in terms of unemployment here reflects a nat1onal prob-

lem and job retraining or the reinsertion of people who have done

The 530 or 600 people who were laid off in Pat Williams’ home-
town of Butte were not people who had dane everything wrong;
they had done everything right. They came back after World War

I and they had gone to work; their average age was in the late
forties, they were buying a home and sending their kids to college;
and the international copper situation put them out into the job
market again.

So one clear area of sensitivity in terms of what the Congress
does or does not do is our_ability to give an opportunity to people
Who,h?!@,,ha,d a history of productive employment that continued

opportunity in some new avenue. -
Mr. WoLPE. Thank you very much.

with us 5 your views. We certamly look forward to the total wr1tten

testimony which will become a part of the record.

Mr. ScawiNDEN. Thank you very much. Enjoy your stay.

_ The CHAIRMAN: At this time the Chair calls to the w1tness table
Ed Argenbright, the superintendent of public instruction and exec-
utive officer for vocational education for the State of Montana. We
welcome Mr. Argenbright. Again, we would ask that Mr. Argen-

bright summarize his testimony in 5 minutes so that we can have

time for questions. This will allow us to complete all of the wit-
nesses with the committee belng present during the entire time.
Those witnesses who are waiting, we would urge you to go. through
your testimony so that you will be able to summarize it briefly in 5
minutes. S e

Welcome, Mr. Superintendent; to the hearing of the House
Budget Committee. Please proceed.

-y
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STATEMENT OF ED ARGENBRIGHT; STATE SUPERINTENDENT,
OFFICE OF PUBLIC INSTRUCTION; STATE OF MONTANA
Mr. ARGENBRIGHT. Thank you, Chairman Gray, and members of

the commlttee i ‘am honored to be here today representing Mon-

Our Montana school s;stern——551 districts, each locally con-
trolled by an elected board of trustees—is kmd of like a modern
People’s Express. It is & highly decentralized system to meet the
needs of our sparsely populated State. I have a map here for those
of you not familiar with the distances. You know, it’s equivalent to

going. from Ghlcago to Washmgton, bPC, if you traverse the width of
our State. So I can assure you that even thoiigh 114 one-room
schools stlll emst there are computers in those rooms:

needs. It is my ;'espons1b1hty to see that future students have the

same kinds of opportunities:
While we recognize and support the need for controllmg the deﬁ-

cit _and balancmg the budget at the Federal level, we are now
facing serious problems financing our schools here in the State. In
Montana, we rely-on annual voted levies—purely property taxes—
for an average of 36 p zent of our general fund budgets.

. We have another map that shows the Federal land which i in total

centage of this land which is not taxed for proBerty tax purposes,

and this increases the burden on homeowners_and business people.
_Now, while my time is limited, I would like to mention three

areas in. partlcuiar which _are of concern to Montanans. -
_ The first is_vocational education. Our country, our State, is

facing an agricultural crisis, as Governor Schwmdemhas called to
your attention. Last year we lost 9,000 jobs in the State of Mon-
tana. Of course, vocational education programs have the ability
and can retrain these American workers. This vocational education
area will be a critical area if we are to make the necessary adjust-
ments to the sociological and economic changes..

Montana has five postsecondary vocatmnal-techmcal trammg

centers:. I understand that the vote was taken yesterday. But the
proposal under Gramm-Rudman was to reduce Federal money for

those vocatmnal-techmcal centers: That would have meant a 20-
percent reduction in programs in our five postsecondary vocational
centers. Of course; 20 percent of 5 gives you 1. That would be the
impact of losing the Federal dollars for vocational-technical center
education.

The specific categories. and the complexity of the demgnated set-

aside populations make the best use of the funding virtually impos-

sible: In Montana we're talking about basic classroom instruction
for job training. This shotild be the first priority for vocational edu-

cation funds_to Montana: The chapter 2 block grant that was insii-
tuted several years ago under former Secretary Bell has been an
excellent example of effective, flexible use of Federal funds to meet
the needs of people at the State level.
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_ Now, the second area that I would like to talk about i§ chapter 1

funding. And while this may not be a product of the Gramm-
Rudman bill, the impact of a voucher system would be affected by

the sparseness of our population. We’ve got 74 school districts that
receive less than $10,000 annually. If the voucher system came in,
you know, the flexibility to design programs would just not be
there. It would not work in Montana.

. Impact aid is another area of concern: Great Falls’ school system
is an area affected by an air base, virtually the only one remaining

in Montana. But it is significantly affected by impact aid funds: A
year ago they closed several schools in Great Falls and currently

they are looking at additional reductions in teaching staff. So they

are trying to make their system work and reductions in this area

would cause serious hardship. . } o
An even barder hit would be our Indian reservation schools. The

unique needs of these youngsters are dependent on current levels
in impact aid for those reservation schools. The problem is that
these schools virtually have no alternative because of a lack of a

property tax base which is the cornerstone of funding our public
school system in Montana.

__I hope you will give serious thought to the consequences of the

-Gramm-Rudman bill—I am very concerned about the sequestration

process—in these areas of vocational education, the voucher system
and impact aid. Of course, education in terms of balancing the
budget does have to take a look at taking its share, but wken you
talk about 50 percent cuts in vocational education, or 10 percent

cuts; or elimination in the area of impact aid, then you’re cutting
Proiramsf,or youngsters.
. Thank you, Mr: Chairman: I would be happy to respond to ques-
tions.

[The prepared statement of Mr. Argenbright follows:]

PREPARED STATEMENT OF ED ARGENBRIGHT

. _Mr. Chairman, members of the congressional Biidget Committee, I am honored to
be_here today representing Montara’s public school system. . - -
__Our Montana school systeri—551 districts, each locally controlled by an -elected
board _of trustees—is like a modern Pétgglé,"siEiFrés’s'; It is highly decentralized to
meet,the,needs,of,our,ﬁipﬁﬁély populated state. I can assure you that even though
114 one-room schools still exist—there are computers in the classrooms. ... _ ..
_ Montana students rank high in virtually all measures of test.scores: ACT, SAT,
Armed Forces Exam, the Secretary’s Wall Chart. The system is working for our
unique needs. It is my responsibility to see that future students have the s..me op-
portunities. _____ . L L L
__While we recognize and support the need for controlling the deficit and balancing
the budget at the Federal level, we are now. facing serious problems financing our
schools. In Montana we rely on annual voted levies—purely property taxes—for an
average of 36 percent of our general fund budgets. .. . . . __. L .
__This map shows the Federal land which in total is.about 37 percent of the area of
our State. We have a_high percentage of land which is_not. taxed for property tax
puvl%?semmd,t,hisjncrgaaes the burden on homeowners and business people. . .
__While my time is limited, I would like to mention three areas in particular which
are of concern to Montana educators, ___ _______ _ ______ . __ .
__The first_is veeational education. Qur country is ficing an agricultural crisis; we
have lost 9,00"_ jobs. Vocational education programs can_retrain these American
wl;?r,kers- This will be a critical area if we are to adjust to sociological and economic
changes. .
.--Montana’s five vocational-technical centers_are looking at a 20 percent reduction
in budgets. Twenty percent of these five centers equals the elimination of one
center; and this wouﬁiew the impact of losing our Federal dollars for vocational-
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tecl: nical center education. The specific catggonelanithg camplexity of dgmgnated.
set-aside populations make the best use of funding impossible. We are talking abo:
basic clasaroom instruction for job training. This should be the first priority for vo-
cational education funds to Montana. The chapter 2 blcek grant, under former Sec-
retary Bell; bas been an excellent example of effective; flexible use of Federal funds.

_The second area. of coucern is ch:_pter i funding. While this may not be a_product
of the Gramm-Rudman bill, the impact of the mcheLsgﬂtem would be affected by
the sparseness of our population. We_have 74 schools with less than $10;000 fundmg.
and a loss_of flexibility would really be critical to our small schools. . ._ __

Impact aid is another area of concern. A school system like Great Falls, for exam-
ple; is affected significantly by impact aid funds. The Great Falls district_has al-
ready closed_schools; and officials there are looking at further reductions in_teach-
ing staff. They are trying to make their system work; but any reduction would cause
serious hardship.

_Even_harder hxt will be our Indmueservahon schools, The unique needs of those
youngsters _are_dependent on current levels in _impact aid for those reservation
schools. The problem is thut ihese schools have no alternative because. of a lack.of a
property tax base which is the cornerstone of our public school funding system in
Montana
1 hope you will give serious thought to the consequences of the Gramm-Rudman
bill in these areas—vocaiional education, the voucher system; and impact aid. We
certainly expect to take our share of budget cuts; but when you talk about lQ per-
cent cuts in impact aid and 50 percent cuts in vocational education; ther. you're cut-
ting programs for youngsters. Thank you.

The CuatRMAN. Thank you very much, Mr. Superintendent.

Let me acknowledge the presence of quite a few young people
who are constituents of the school systein are here with us. We are
delighted to see them and welcome them as witnesses to these pro-
ceedings.

_Eet me ask a question. What would happen to the public schools

of this State if the voucher system of the President was adopted?

What would it mean to public education if it were adopted? . _

Mr. ARGENBRIGHT. Well, Mr. Chairman, as I said before, 74 of the
smaller districts would then be faced with the questlon of identify-
ing those students. There would be flexibility lost in terms of pro-
viding services for youngsters who need them: .

If the voucher system came in, if a first grader was having diffi-
culty i in the initial stages of developing reading skills—perhaps the
need is there for a 3-month period—under the voucher system you
would have to identify who got what and; you know; and then_ the
option of taking the limited resources away from that public school
would virtually destroy ths remedial education programs in the
area of reading and math instruction.

The CHAIRMAN. Thank you. Mr, Weber.

Mr. WEBER. Mr. Chairman, I think in the interest of time I will
defer to other members of the committee.

Tre CHAIRMAN. Mr. Williams.. - —

Mr. WiLLiams. Thank you, and thank you; . Mr. Weber.

- Mr. Argenbright, it_is_nice to see you again. As you know,- we
share together with all Montanars a deep belief that we need to
continue here in this State as we have in the past, excellence; in

our public schools. Under your leadership we have continued to do
that. In_your good testimony you answered two.of the questions I
had; so let me, Mr. Chairman, and Mr. Superintendent, just make
an observation.

You said somet:h’iiigL Mr Argenbnght thgj Jggfhfear tlme and

again in Washington and on the Budget Committee, and that is
that every expernditure must take its share of cuts. Well, I don't

21 -
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agree with that, because I don't believe that svery dollar that the
Federal Government spencs has the same cost-benefit efrect. I don’t
believe that every dollar the Federal Government spends is wasted;

or every dollar that the Federal Government spends is wisely used:
I don't believe that a dollar spent on a student loan is the same as
a dollar sent t« "melda Marcos: [Applause:] .. S S
_-And so for my part on the Budget Committee, I will support cuts
almost everywhere but I will not support cuts that damage Ameri-
ca’s schools. They’ll have to miake cuts somewhere else.

The CHAIRMAN, Mr, Derrick. == . ,

Mr. DERRICK. Mr. Chairman, I'l]l defer my questions.

The CHAIRMAN., Mr. Lowryv, S ~

Mr. Lowry. Thank you, Mr. Chairman, and thank you for your
excellent testimony; Mr. Argenbright. o .
- On_the Budget Committee, just in case you don’t know, it was
the Pat Williams amendmex: that protected education last year:
As we're looking at it this year; it’s the Williams amendmernt
&gain, specifically title I, vocational education; and those programs
that you addressed. He was successful in that last year and I know
he is working hard on it again this year. =~

On the impact aid at Great Falls, is that mostly AorB? =
__Mr. ArRGeNBRIGHT. Great Falls, due to the impact of the military

instailation, would be primarily B’s. The Indian reservations are
primarily &s.

__ Mr. Lowry. Thank you for pointing that out:. I should. have
thought of that. How many children are being educated in an

Indian reservation that would be A in the State? S )
Mr. ARGENBRIGAT. We have séven reservations, and I believe our

Native American population is about 8 percent of the total; 3 per-
cent of 154,000 would be the way I would have to analyze that.

Mr. Lowry. Maybe 5;000 students?

Mr. ARGENBRIGHT. Yes.

Mr. Lowry. And that’s A impact aid?

Mr. ARGENBRIGHT. Yes.

Mr. Lowry. Thank you: Thank you,; Mr. Chairman:

The CHAIRMAN. Mr. Fezfo.

Mr. Fazio. Thank you; Mr. Chairman: I want to thank Mr. Ar-
enbright for his testimony and simply say that I don’t think you
1ave anything to be guilty about in education. We've had an 18-
percent cut in education funding in general over the last 5 years,
and if it weren’t for people like Pat Williams, that cut would have
been far deeper.. The President’s proposal this year is for 25 per-
cent; but under Mr. Williams’ leadership I think you can say that
that is not goirz to happen. -~ - - .
_ Education has been making its fair share toward the reduction of
Federal deficits and I think it’s about time that it not be asked to
make any more. __

Thank you, Mr. Chairman:

The CHAIRMAN. Mr. Wolpe. L

Mr. Worpe. Thank you very much, Mr. Chairman. -
_You know, I can’t think of a single topic that has more of a na-
tional import than that of education. As you go around the coun-
try, every region has its own particular set of priorities. But if
there ic one thing that is clear, it is that the economic future of
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this country is going to depet:d upon our ability to restore Ameri-
can competitiveness. When you think that the Japanese, for exam-
ple, are preducing 50 percent more electrical engineers; with half
the population than we jn the United States, we’ve got a problemi.
__Ijust want to emphasize; as Mr. Fazio just did, and Pat Williams;
as_our resource on this issue on the Budget "ommittee, I don’t
think there is a single other area that is more important to invest
in now if we’re going to protect our economic future on a naticnal
basis for the future: I thank you for your efforts:

Mr. ARGENBRIGHT. Thank you. =~ = ! .

The CuaiRMAN. Mr. Superintendent, thank you fur your testimo-
ny and your candor with the committee. I think you have heard
from Mr. Williams, who is a member of the Education and Labor
Commitiee as well as on the Budget Committee ard others; that we
all feel very strongly about the partnership betvieen local, State;
and the Federal level to ensure a well-educated opulation in this
country. That has been one of the geniuses of this Nation anéd I

doubt very seriously if Congress is going to accept deep reductions
in education. .

Thank you very much.

Mr. ARGENBRIGHT: Thank you: . } . . 7
__The CHArMAN. The Chair now calls to the witness table three
persons_who will be providing unique perspectives for us. First,
Daniel M. Ogden, Jr.; manager; Public Power Cour:cil, Vancouver,
WA; John Horsley, commissioner, Kitsap County, Port Crchard,
WA; and then Tom Katsilometes, chairman, Bannock County, Po-
catello,ID. L ,
. We welcome you tnree gentlemen to the House Budget Commiit-

tee hearings in Montana. You represent a regional view; coming

from neighbcring States; but al! a part of this region. One of the
things that we are concerned about is the relationship of Washing-
ton to regional issues. =

. Following the format that. we have laid out, we would like to
start with Mr. Ogden, Mr. Horsley; and Mr. Katsilometes. Please

summarize your testrnony in 5 minutes or less. Your full state-
ment will be entered into the record. o L
. Please proceed in the order that we called you to the table. Mr.
Ogden, would you proceed.
STATEMENT OF DANIEL M. OGDEN, JR., MANAGER, PURLIC
- POWER COUNCIL, VANCOUVER, W&

__Mr. OGpeN. Mr. Chairman, I am the manager of the Public
Power Council, which is headquartered in Vancouver, WA. We rep-

resent tiie 115 consumer-owned electric uvtilities that are preference
customers of the Boiineville Power Admiinistration. We serve

people in Washington; Oregon, Idaho, and western Montana. The
Continental Divide separates the State between the Western Power
Administration area andours.
__We had an executive committee meeting yesterday in Portland,
OR. I would like to read you a resolution which was adopted by the

executive committee yesterday.
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__"Resolved, that the Public Power Council vigorously opposes any
sale, transfer, exchange, lease or other disposition: of the Bonreville
Power Administration.” = = = _ S
I'a sure you're aware that the President’s budget proposes the
privatization of the Bonneville Power Administration and three
other of the Federal Power Marketing Administrations. o
The. executive committee had a 2-month study conducted by a

special task force. To guide the task force the executive committee
adopted soveral overall goals. We are opposed to any form of pri-
vatization of the Federal Columbia River Power Systets [FCRPS]. It
must remain 2 public institution. It must remain intact; it must

have no further increase_ir power costs, it must not be placed at

auction to a highest bidder; and it must maintain Ppreference for

public bodies and cooperatives. Those are the principles on which
we conducted our study. S L

We did an economic impact study of what would happen at vari-
ous prices ai which the FCRPS might be transferred, and we
looked at various iiistitutional alternatives for such a transfer. Let
me say that the piausible alternative, the price of its present debt
which the administration has proposed; would require an increase

in revenues of $521 million a year—that’s very aear to last year’s
proposal; what the so-called OMB repayment change would have
been—and it would create a loss in Federal and State revenues of

nearly $250 million a year on the basis of the assumptions we ran.
__We also ran a check on the $22 billion replacement price level
that the Bonneville Power Administration itself has estimated.

That would cause a $2.7 billion increase in annual revenues re-

quirements, a 218-percent increase in rates, and, of course, would

create a serious depression in the Pacific Northwest. o

Therefore, Mr. Chairman, our organizaiion and public power
generally throughout the Northwest—and I can say public power
throughout the entire Nation—is opposed to this propcsal of the

President. Thank you:
[Testimony resumes on p. 52] .. = . .
[The prepared statement of Mr. Ogdea follows:j
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STATFMENT OF DR. DANIEL M. OGDLYN, JR.

¥anager, Fuhliz fower Council

Helena, Montana

March 12, 1986

Kr. Chairman and members of the Committee, my name
is Daniel M. Ogden., Jr. I am manager of the Public Power
Council, an assoc.atizn of 11% municipally-owned utilities,

public otility districts, and rural elestric cooperatives

Cii

which are preference customers of the Bonneville Power
Administration /BPA). Our members serve electric consumers
in washington, Oregon, Idaho, western Montana, and small

segments of Wyoming, Utah, Nevada, and northern California:

Représentative Pat Williams (D: Montana) invited our
association to appear today to report to tk: Budget Committee
our conclusions from a two-month study of the Administration's

proposai to sell the BPA to private investors.

The executive committee Of the Public Power Council
at its reguiat mdhﬁﬁiy meeﬁihg yesterday in Portland, Oregon,

aéopteé the following resolution:

ERIC

Aruitoxt provided by Eic:



O

ERIC

Aruitoxt provided by Eic:

21

"Resolved; that the Pubiic Power Council vigorously
opposes any sale, transfefr, eéxchange, leasé 6f GEher dispositiscn

6f Ehe éonneviiie Power Administiation.”

The study which led to this conclusion was conducted

The task force established Five sub-ommittees; four of which
wera acsignéd substantive study duties: Institutional Options,
Financial Issues, Legal Issues, and Technical and Operational

Issues. The fifth subccmmittee; on Information, has the

task of acquainting our membsr utilities, other associations,

the rederal, state, and local governhments and the general

public with our findings and conclusions.

The Subcomm’ttez on Institutional Options early developed
a set of overzll goals which were submitted by the task
force to the executive committee at its February 13 meeting:
These goals were adopted by the executive committee to guide
the work of the task force and its subcommittees in their
further studies. I append a copy of them to this statement

as Exhibit 1.
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The overall goals greatly narrowed the field of inguiry
for they expressly excluded from further consideration several
options which the Administration has advocated. I therefore

wish to explain several of these goals briefly.

First; the overall goals reject any form of private
We are not willing even to discuss privatization of this
méﬁbt public energy resource. As far as we are concerned,
there is no compromise possible on the principle of public
ownership of the Columbia River and of the multiple purpose
projects which the federal government has constructed on

if éé serve Ehé nééag Gf Ehé §é6pié Gf our fé@i()n;

Second, the FCRPS rust be preserved intact. We will

not consider piecemeal disposition of the FCRPS or of the

Bonneville regional power grid or the interregional intertie.

Third, any transfer, intact, to a regional public agency
must not further increase the cost of power. We have recently
achieved a degree of rate stability after a period of Sive
years in which rates doubled and redoubled by nearly 660
percent. The shock has left our region's industry severely
crippled and ecoromic recovery has been very difficult:

The ehtite tegidn is Uniteé in its beiief that we Cannéé

absorb additional rate shocks at this time.

go}
LN
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Fourth, the FCRPS must not be placed at auction to
the highest bidder. Any transfer must be at a negotiated

price which is seen as fair both to the people of the United

States and €6 the people of the Pacific Nnrthwest.

Fifth, preference for public bodies and cooperatives
in access to the power produced by the FCRPS must be preserved

in any regional institution:
These are only five of the 13 overall goals.

In reporting our conclusions today; I have been asked
the region and the economic impacts upon the region of the
Administration's proposal, rather than to déscribé the many

which we encountered with every alternative we explored.

I think it is important to note, however, that our
task force and its subcommittess found analyzing the issue
very difficult because the proponents of selling BPA have
not agrzed on the goal they seek, what they are willing

to §éii, nor upon the conditions of any sale.

ERIC
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aré actually contradictory. Some advocates of the sale

of BPA Appeat to be seeking a large sum of money with which
years. Some advocates of sale want to "dismantle the State"
and Seem anxious to divest the federal government of its
assets at any price. Mr. Weaver, by contrast, wants to
"bring Bonreville home" -- that is; to place the FCRPS onder
a regional public institution and to end fitther proposals

to increase rates by the Office of Management and Budget.

possible goals and to assume certain sale conditions and
alternative institutional patterns for a regional entity
to replace BPA. The task force conducted as thorough a
preliminary analysis of the sell BPA proposals as it could
among goals of the advocates of sale; the lack of a specific
proposal, and the major uncertainties about whether power

or property might be offered for sale and under what conditions.

i1 therefore feel it is necessary to place in perspective
the information I can provide. To do that, I need to offer
a brief explanation of the process we followed to structure
the issues sO that we could ask meaningful questions of

our technical, finanéial, and I&gal peoplé.
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£l

Acting within the overall goals Suppliéd by the executive
committee, the Subcommittee on Institutional Options developed
a decision tree which started with five possible patterns
of agency organization; then branched to options of an elected
or appointed leadership; then branched to optiohs of a board
ot a single executive, then branched to total of partial
acquisition of the FCRPS, and then branchéd to alternative
patterns of generation and transmission facilities. They

combinations of structure short of a "mixed bag" arrangement
in which part of the FCRPS would remain in federal ownership.

(See Exhibit 2.

The Institutional Options Subcommittee then applied
the decision tree to its institutional options assignment.

It eliminated patterns which were inconsise€snt with the
overall goals, reducing detailed analysis to three plausible
patterns: an interstate compact, such as Representative

James Weaver has proposed in H.R. 3215, but with an appointed

board which would acquire the entire FCRPS:; a cooperative

association compéséd of ptéféténéé éaséométs, ot , éiéernaéivéiy,
of all wholesale customers of BPA, with a board elected

Sy thé customer utilities which would acquire the entire

FCPPS; and a federal corporation with a board appointed

by the President which would retain the entire FCRPS.

30
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The decision tree was made available to the other subcommittees
to assist them in evaluating the legal, financial, and technical

and operations problems.

The Subcommittee on Techrical and Operations ISsues
identified special areas of concérn such as thé coordination
agreement for management of the Columbia River and coordination
with Canada and the Federal agencies responsible for multiple-use
aspects of river management which would be encountered in
any of the altérhativé inStituticnal patterns:
the Canadian treaty, existing multi-party operating contracts;
specific statutory rights and obligations of other matters
which would réquifé dedicated extensive iegai and financial

resources to resolve.

In summary, let me say thac all of the subcommittees
encountered problems of such severity in all three of the

alternative patterns that it became apparent that the existing
institutional arrangements, déspite the continuing problems
we have with them, are clearly superior to any practical

alternative we could devise.

ERIC
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Findirgs on the Financial Aspsects of Ehe Proposed Sale

The research of the Financial Issues Subcommittee,

the findings of the task force, and the conclusions of the

executive committee on the financial aspects of the proposal
fall into two broad categories: the cost of financing any

transfer of the FCRPS and the sconomic impact 6f such a

transfer.

Tha r~rack A~ £3 '—.'afn"'eiﬁ'"g' a"ﬂ",i'; transfer of the 7F'€R7Pws’: Th("

Financial Issues Subcommittee contracted with Economic and

Engineering Services; Inc.; of Bellevue; Washington, to

develop a financial and ecoriomic impact model which could

be used to test Ehe COnSEqUences o6f various assumpticns

about a sale of BPA. The model uses the existing BPA répayment

system and rate structure as the base case. The contractor
then was able to run scenarios of possible buyout patterns.

Four aifferent scenarios were analyzed to determine the
sensitivity on BPA revenue reguirements and BPA rates of
varions buyoot optiont. Each scenario also reported the
impact of each option on employmént and federal, state,

and local tax revenues and unemployment expenditures.

For purposes of the study, we assumed €hat Eaxable

bonds with éo-yéér mééﬁfiéy perioés would carry an interest

32
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rate of 10.2 percent and that tax-exempt bonds with 30-year

maturity periods would carry an interest rate of 7.75 percent.
The task force felt that it was unlikely that any buyout

proposal would authorize the acquiring entity to issue tax

exempt bonds. No local public body marketing power, as

dltogethier; that any relaxation of the existing 1limits is

even remotely préiBie poiitiéaiiy.

The First scenario assumed a $4.5 billion purchase
price; an amount which represents the present value of the
capital assets; invested at current interests rates for
the payout period. The stream of revenue the federal government
will receive under the existing repayment system could be
reproduced by the investment of that amount of capital at
current interest rates for the same period of time. of
been doing recently, the amount of capital required will

incréasé accordingly. In this scenario we also assumed
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that tax-exempt bonds could be issued for a 40-year repayment
period and that a levelized combinition of interest and

principal payments would he made in debt retiremerit:

The Second scenarioc tested the $4.5 billion sale price
against conditions which we found more plausible, taxable
bonds with z 30-year repayment schedule and levelized debt

service.

The third scenarioc tested the $8.85 billion sale price,
which represents the amount of untepaid debt of the FCRPS
which the Office of Management and Budget predicts wiil
be on the books at the end of Fiscal 1987. For this scenario
we also assumed taxable bonds with a 30-year repayment schedule

and levelized debt service.

The fourth scenario tested a buyout price of §22 billion,
BPA'S estimate of replacement cost in its 1985 rate and
repayment study. We again assumed taxable bonds with a

30-year repayment schedule and levelized debt service:

We did not attempt to run scenarioc for the proposal
by the American Heritage Foundation that BPA should be priced
at a replacement cost of $38 billion, as~uming new hydroelectric

construction would cost about $2 million per medawstt of

ERIC
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capacity today and that BPA markets éiighéiy over 19,000

megawatts of hydroelec ic capacity:

Reventieé and rate adjustment impacts. Our analysis

of these four scenarios found that both of the $4.5 billion
buyout scenarios would have only a negligible impact upon
revenue requirements for the FCRPS and thus would reguire

The $8.85 billion price level suggested in the President's
budget would reqQuire an increase in BPA revenues of $521
million a year, almost as much as the Administration's proposed

changes in the repayment system last year. So large an
increase would teéuiré an initial wholesale rate increase

of 33 per cent:

The $22 billion “replacement" price level would increase
BPA's annual revenue requirc.aents by $2.7 billion, a 218
percent increase i: rates. The data for these scenarios

is presented as Exhibit 3.

Economic impact of the Sale proposal. The economic

impact of both of the $4.5 billion buyout proposals was

negligible. Neither employment level=s nor tax revenues

the rates would remain at approximately present levels.
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The current debt price of $8.8% billion would cost
an immediate loss of 15,000 jobs with an atte-dant loss
unemployment payments ané a $172 million loss in federal

tax revenues.

The replacement cost price of $22 billjon would bring

economic disaster to the region. We estimate that the region
would lose 98;000 jobs immediately: SeEate and 106cal govErHmenEs
would 10Sé $490 million annually in tax iwvenues and increased
unemployment costs while the federal government would lose

$1 billion in revenues each year. 1Indeed, the income which

which the federal, state; and local government- would Suffer:

The proposal; on its face, would be self-defeating:

We received this analysis just yesterday from our
contractor. At that time we asked for some additional runs
to test sume plausible alternatives. We have had only
a limited opportunity to explore Ehe findings and ramifications.
We will want €0 examine then further and especially may

want to verify further some of the economic impact conclusions.

o,
e
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conclusions we reach:

After examining the reports of the task force and its
subcommittees, the executive committee found that the FCRPS
cannot be acquired at the price which the Administration
has proposed or at the "replacement cost" of the system
without creating andue economic dislocation in the Pacific
Northwest. They also found that acquisition at the $4.5
billion price offers little &conomic advantage either to
the region or to the nation. They therefore coacluded that
the best and fairest colution both for the nation and the
region would appear to be simply to meet the existing repavment
obligations on the exiSting plan, as the Public Power Coiincil
has repeatedly pledjed to do. They therefore adopted the
resolution vigorously opposing any sale, transfer; exchange,
lease or other disposition of the Bonneville Power
Administration. Accordingly, we strongly urge the Congress
to abandon any farther considsration of the proposal: Indeed,
we would welcome an amendment to the Appropriations Act

forbidding the use of public funds from the FY 1987 Etnergy

and Water Development Appropriations Act or any other Ac
of the Congress for the purpose of studying or promoting

the sale, disposal, lease, transfer or other Gisposition
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administrations.

I will be glad to answer any questions the Committee

may have to the best of my ability.

38
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PUBI;I c POWER COUNCIL
Executive Céﬁﬁittéé
o Overall Goals
Uhich Muct Met in Any Proposal
To- De£edefa1{ze—the—sonneville Power Administration

Adopted in Portland; Oregon
February 13, 1986

1. Stabilize repayment obligations at close to current
revenue gtream

2. Maintain preference

3. Estaklish greater influence over BPA (or altitnative)

4. No private industry ownership

5. Avoid state government control; (state control leads
to control by IOU's)

6. Maintain gtable rates for BPA and Northwest atilities
at reasonable levels

7. Preserve coordinated. ﬁaﬁigemenf of Cqumbza River on
a functibnal basis (flood control, navigation, fish

8, Kéé? FCRPS ééhétatioh ihd transmission system intact
9. Maintain the public benefits of a consumer-owned utility
system
10. Protect the regional economy
11. Minimize OMB COHEfo1E
12; wMinimize. azsruption and costs of institutional change,
éspecially:
a. Hinimize contract changés
b. Minimize litigation
c¢. Minimize legislation
13. 1f sale is contemplated:

a. No piecemeal sale
b. Avoid sale to higheést bidder

Exhibit 1
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PUBLIC POWER COUNCIL
Task Force on Defederalization of BPA
Institotional Options Subcommittee

Analysis of Irstitutional Opticns

ldentification of Categories

1. Institutional Patterns
8. 1Interstate Compact - four Northwest States
b. Cooperative - 6 & T _____ __ __ __ L
€. Private Corporation - majority of stock privately
. hela o o o
d. Federal Corporation -~ defederalization of debt,
_out of DOE
e. Status Quo _ L
f. Joint Oper&ting Agerncy-- Probably both public
and investor~-owned utilities

2. Control Mechanisms

a. Elected Board _
b. Appointed Board
€. Elected Single Administrator

4. Appointed Single Administrator

3. Type nf Sale
&. Bingle purchase - only one object entity
b. Multiple purchasers - two or more object entities

4. Extent of Acquisition

a. All - object entity (s) purchases entire FCRPS..

b. Part - object entity (s) porchases part of FCRPS
5. Generation Acquisition

a. Gl - AN physical assets plus the output_of net

_billed and contract facilities such as WPPSS #2.
b. G2 - Just output;, including net billed and contract

facilities. No acguisition of hydro plants:
€. Transmission Acquisition
a. T1 - BPA Regional Grid, wheelirs rights, and Intertie
B. T2 - BPA Grid and vheeling tights (no intertie)

Exhibit 2
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Analysis Tree-of Institutional Options
Gl + TI1
. o All G2 + TI1
Elected Single o .
Board Part Gl + T2
G2 + T2

Appointed Single (same as above)

Board

o Gl + T1
. All G2 + TI
Single o -
Part Gl + T2
. } G2 + T2
Elected -
Board o Gl + T1
S All G2 + TI
Multiple o .
Part Gl + T2
G2 + T2
Gl + Tl
L all G2 + Tl
Single o L
Part Gl + T2
. } G2 + T2
Elected L
Board o Gl + Tl
a1l G2 + T}
Multiple o L
Part Gl + T2
G2 + T2
Gl.+ Tl
] B . L All G2 + Ti
Appointed Single o S
Board Part Gl + T
G2 + T1

Vo y
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All
Part
Al

Part

Gl
G2
Gl
G2
Gl

G2

Gl
G2

+ % + 4+

+ 4

+ 4

Tl
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T2
T2
Tl
Tl
T2
T2
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Overview of Financial/Economic Models

Mode 1 - BPA Revenue Requirement from 1989-2009

o Resource Planning__
Exchange costs
Net—-billed plarnts
Resource Acquisition

Other
o Energy Cunservation
o System Planning & Construction
o Operating Programs
Operations_
Maintenance_ . _

Fish & Wildlife
Regional Council
Corp/Burean

o Interest & Amortization.
Existing debt service
Refinancing costs =
Future capitalized costs
Investment service coverage

o Nonfirm Revenue

o Surplus Revenues

o Balance from PF/IP Revenues

o  Adjustment to Loads and Surplus
o Final PF/IP Rate

Mode 2 - Economic Impacts- from 1989-2009

ffffff in PF/1P

o
(o]
<
[0
3
Q
(1]

Change in Direct Manufacturing Jobs

o
2]
<1
o
3
Q
(1]

in Indirect Jobs

0!
0
=1
o
3
[Te
1]

in Regional Employment

[¢ ]
0
=
o,
i
Q!
(1]

o Change in State and Local Taxes

[o] éhange in ﬁegionai ?eéezai TaXés

s aal
i
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Resource Assumptions

2. Preservation of WNP 1 & 3.

3. Cirrent level of resource acquisitions.

40 mills/kWh (1985%)
5. Energy conservation activities at current levels.

System Planning and Construction

6. System planning and construction to continue at current
and planned levels.
Operating Programs
. oOperating programs assumed to be maintained at current
levels of activity. .

~3 |

Fish and wildlife programs assumed to continue at current
program activity.

9. Regional council will continue at current funding levels.
10. Bureau/Corp O&M escalated from current levels.

Debt Service Assumptions

11. Assuiies that purchase of BPA and associated rollover
of existing debt occurs at one time in 1989.

i2. Assumes a 10& adder to bonding amount for financing,
engineering, and reserve requirement feées.

13. Assumed_tax_exempt bonds_will be available in 1989

at a rate ranging from 7-10%.

14. Assumed taxable bonds will be available from 10-14%
in 1989.

15. Additional financing subsequent to first issue on consistent
basis.

e
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16. Investment service coverage is egual to 7.5% Of capital
additions for each year. No additional coverage required.

Miscellaneous Revenie Soutces

17. Assumed nonfirm revenues from BPA variable race study
(approximately 18 mills). Market-based pricing for
nonfirm and surplus firm.

18. Assumed surplus_power_sold based on load-resource balance,
Rates from the BPA variable rate study.

19. Neéw resoutce revenues assumed to maintain constant_
for period in review (approximately $5 million/year).

20. Firm capacity revenues assumed to increase at the rate

21. Other revenues assumed to remain consStant over time.

Load Data/Rate Assumptions

22. Source of PF_sales projections was from BPA Load and

Resources Documentation.

23. sSource of IP sales projections was_the variable rate
study. Assumed sales under the standard rate.

24. 1P/PF 1link assumed to be 102%, i.e., effective IP rate
is 1028 of PF rate.

35, Aesumed short-term elasticity adjustment of -.3 for
PF loads and -.5 for IP loads. This incorporates some

long-term elasticity impacts.

Macroeconomic Analysis

26, Multipliers and employment elasticities consistent
with Bonneville Decision Analysis Model.

37. Tax effect adders consistent with PNUCC and Batelle

study.
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Base Case

Scenario A1
Scenario #2
Scenario #3

Scenaric #4

4

Scenarios Reviewed

BPA business as usual

$4.5 billion, tax exempt financing for
40 years :

$4.5 billion; taxable financing for 30
years :

$8.8 billion, taxable financing £6f 30
years

gii Siiiion; taxaEie financing for 30
years
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SCENARIO NURBER

SCENARIO NARE

PURCHASE PRICE

INTEREST RATE ANO TERA
(NOAINAL PF)

PF_UNDER SCENARIO

(NORINAL PF)

PERCENT DIFFRENCE

ADDITIONAL RFENUE_ REQUIREAENT
(RDAINAL I $ BILLIONS)

ENPLOYRENT CHARSE INCLUDING INDIRECT EFFECT

LOCAL & STATE TAX CHANGE
(4 1,000 1985)

REGIONAL FEDERAL TAX CHANGE
(4 1,000 1985)

RIC

Aruitoxt provided by Eic:

RESULTS SURMARY FOR 1989

‘ 1
EAVER
$4.5 BILLION
7.751 - 40 YEARS
23.34
20.84
-10.71
(184.5)

52259

26,297

57:854

2
0D, VEAVER
$4.5 BILLION
10.2% - 30 YEARS
2334
2.8
2281
(48.9)

1,376

6,879

15,133

3

1,3
$8.8 BILLION
10.2% - 30 YEARS
23:34
31.05
3.0
521.0

(15,68%)

(78,424.7)

(172,534.3)

3
LOW REPLACERENT
$22 BILLION
10.21 - 30 YEARS
B
74.34
213.51
2,676.3

198, 333)
(491, 664)

(1,081, 861)
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SCENARIO:

1. 4.5 BILLION € 7.75 - 40 YEAKS (MEAVER)

PF_UNDER PRESENT BPA CIRCUNSTANCES
(KORINAL PF)

PE_UNDER SCENARIO
(NOATNAL. PF)

PERCENT DIFFRENCE

ADDITEONAL REVEWJE REQUIRENENT
(NORINAL IN ¢ RILLIONS)

ENPLUTRENT CHANGE INCLUDING INDIRECT EFFECT

LOCAL & STATE TAX CHANGE
5 1,000 1985

REGIOWAL FEDERAL TAX CHWNGE
($ 1,000 1985)

SUMVARY OF RESULTS

279
-8.61
(200:5)

4:577

22,684

50,345

FIRST FIVE YEARS

21.85
-8.62
(189.3)

4,801

23,004

50,608

23.10
-7.81

(19%.0)
4,155
20,776

45,708

(193.3)
4116
20,581

45,2719

144



O

ERIC

Aruitoxt provided by Eic:

1989

2. $5.5 BILLIOW @ 10,22 - 30 YEARS INOD. WEATER)

PF_UNDER PRESENT BPA CIRCUMSTANCES 23.34
(NOSINAL PF) :

PF_UNDER SCENARIO 2.3
{NOLINAL PF)

PERCENT DIFFRENCE -2.82

ADDTTIONAL REVENUE. REQUIRERENT
(NORINZL IN § NILLIDNS) (48:8)

EMPLOYAENT CHAWGE INCLUDING INDIRECT EFFECT 1,376

LOCAL & STATE TAX CHANGE 6,879
(§ 1,000 1985)

REGIONAL FEDERAL TAX CHANGE 15,133
($ 1,000 1985)

SUSMARY OF RESULTS

FIRST FIVE YEARS

23.35

-2.31

(50.3)

12,967

23.42

-2.11

£46:3)

1,524
5,619

12,345

2%.57
-1.92
(47:1)

1,019
5,095

11,210

(48.3)
1,041

5 207

11.456
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SCEWARID:
3. 48.85 BILLION @ 10,22 - 30 YEARS (0NG)

PF UNDER PRESENT BPA CIRCUASTANCES

(NOAINAL PF)
PF_UKER SCENARID

(NOAINAL PF) -
PERCENT DIFFRENCE

ADDITIONAL REVENUE REQUIREMENT

CHOMINAL TN § NILLIONS)

EMPLOYRENT CHANGE INCLUDING INOIRECT EFFECT
LOCAL & STATE TAX CHANGE

($ 1,000 1985)
FEDERAL TAX CHANGE
(% 1,000 1989)

SUPAARY OF RESULTS
FIRST FIVE YEARS

1989 9% 191
23.34 23:69 23.92
31.05 30.79 30,64

33.01 28.91 .11
521.0 579:4 581.8

(15,685)  (14,680)  (14,522)

7842070 173,838.8) (72:611.5)

25.05
31.40
5.3
580.8
(13:270)
(66,349.0)

26.38

32
24,01

575.9

(12:629)

(63,146.1)

{172,534.3) (161,564.8) (159,745.3) (145:967.7) (i38,921:4)

1
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SUMVIRY_OF RESILTS
FIRST FIVE YEARS

198 190 1 192 1993

PF_UWDER PRESENT BPA CIRCUMSTANCES 23.34 23.89 23.92 25.05 26.38
(NDRINAL PF)

PE_IRIER SCENARTO RIP) 86:31 85.81 0,94 80.38
(NONIR. PF)

PERCENT DIFFRENCE 28,51 2612t 2B RA 20472 S

(NOAIN/L IN § WILLIONS) 2:676.3 3,651.9 4,0%.5 4,032.5 3,910.4
ENPLOYAENT CW/GE INCLIDING INDIRECT EFFECT 198,333) (14,8650  (110,074)  (9%:B69)  (B%:318)
LOCAL § STATE TAX CHANGE O G91;B4Y  (574:32)  (550,368)  (474:343)  (421:590)

($ 1,000 1985)

FEDERAL TAX CRAMGE (1,081,681) (1,263,520) (1,210,809) (1,043,555)  (927,497)

1] 1.009 1985)

ERIC
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The CHAIRMAN. Thank you very miich.

Mr. Katsilometes:
STATEMENT OF TOM KATSILOMETES, CHAIRMAN; BANNOCK
COUNTY CO’VIMISSIONERS POCATELLO ID, ON BEHALF OF

THE IDAHO ASSOCIATION OF COUNTIES AND THE ASSOCIA-
TION OF CITIES OF THE STATE OF IDAHO

Mr. KaTsiLoMETES. Thank you, Mr. Chairman. - -

Chairman Gray, members of the House Budget Comm1ttee, 1
want to thank you for the opportunity to speak to you on the ef-
in the State of Idaho, specifically. loss of revenue sharing. Part of
that deficit reduction plan. I really appreciate your coming out to
our neck- of th: woods and hearing the firsthand effects of this

plan. I think that it really shows a concern and a dedicated
thoughtfulness that this committee has for local government and
the deficit picture as a whole for our country.

I am here speaking for the Idaho Association of Counties and the
Association of Idaho Cities of the State of Idaho. I also have writ-
ten testimony that I have submitted to the committee from these
organizations.

I am the chairman of the board of Bannock County commission-
ers, Pocatello, ID I have been a comm1ss1oner for 3 3ears now In
county commlssmners, just to give you an idea of the structure of
county government. In total, -we, the county commissioners are a
fairly conservative group in the State of Idaho. We appreciate the
fiscal problems that the Federal Government has in wrestling with
and trying to control the deficit problem that, of « course, affects all
of our lives.
the Idaho Assoclatlon of Counties and the Association of Idaho
Clt1e§ strongly supports the reenactment of the General Revenue
] What are general revenue sharing dollars? Revenue sharmg dol-
lars are simply recycled iricome tax dollars that are generated in
our local commun1t1tes

that if Idaho cities and courties had the ab111ty to make up this

shortfall through property tax increases; property taxes would

have to be increased by about 15 percent.
In Idaho; the vast maJorlty of general revenue sharing dollars
are committed to the operating ,budget These dellars are instru-

mental in supporting the cities and counties’ basic services: Police
protection, fire protect1on, street maintenance, health and welfare.

Even with today’s Federal revenue sharing dollars in their budgets;

many of our cities and counties are severely strapped financially

and have difficulty in providing these basic city and county serv-
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ices. The immediate withdrawal of these very significant. dollars
will undoubtedly mean a sharp reduction in basic services for
Idaho citizens. . , . .
Idaho cities and counties are ranked by the U.S. Advisory Com-
mission_on Intergovernmental Relations as being dead last in local
discretionary authority, most of that ranking due to our inability
to raise reveniies at the local level. Our State legislature won’t
even let our constituency vote on local option ‘‘identity problem.”
Idaho also labors under a 1 percent property tax initiative; the so-

called son of California’s proposition 13. The. replacement of lost
Federal revenue sharing dollars is clearly an impossibility of local
government in Idaho: . o o ] )

At a minimum, general revenue sharing should be phased out

over a period of several years: Ideally, the program should be con-

tinued in its current form on an ongoing basis.

We in Idaho view general revenue sharing as the most efficient
and effective program that the Congress and the administration
has ever offered to cities and counties: Its basically ‘“no strings at-
tached” approach to Federal assistance has proven to be the most
éfﬁéi]e.nt; effective means to continue the city-county-Federal part-

_Let me give you an example that is typical of the efficiency ratio
of how we are using the revenue sharing dollars in city and county
government. The city of Pocatello and Bannock County each fund
the Meals_on -Wheels Program in our county with $25,000 each,
making a $50,000 contribution to the program’s existence. This pro-
gram feeds 40 elderly people in their homes once a day and each
meal is a nutritious meal that these individuals would otherwise
not receive. Nearly all of these individuals would be considered -in-
digent and without the Meals on Wheels Program that is being

paid._for with revenue sharing dollars, the likelihood that these in

dividuals would end up on the indigent rolls and be indigent nurs-

ing home patients is extremely high. In Bannock County, our daily

rate for indigent nursing home patients is $40 a day. That trans-

lates out _to_from $12,000 to $15;000 per_year per person: If all 40 of
these individuals were institutionalized in nursing homes because

the Meals on Wheels Program _had. been eliminated; it would cost

and that is if there were no catastrophic medical bills incurred:
_.So what I am saying is the efficiency ratio is the $50,000 that the
city and county is now paying presently from revenue sharing dol-
lars to fund the Meals on Wheels Program as compared to & possi-
ble $500,000 we would have to levy property taxes for to pay the
nursing home -bills.-That is a 10 to 1 efficiency ratio and a pretty
typical example of how efficiently we are using the revenue shar-
ing dollars that the local governments have received from the Fed-
eral Government to keep from taxing our property taxpayers addi-
tionally in Bannock County. - _ e
_The General Revenue Sharing Program has not contributed $1 to
the increase .in the current Federal deficit. On the other hand, the
cost of complying with Federal mandates; have made it more diffi-
cult for cities and counties to balance their budgets in -Idaho. If
Federal revenue sharing were to be eliminated; we would hope that
most, if not all, of the costly Federal maidates that so complicate
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our ab:lity to deliver basic services to our citizens would be simul-
taneously repealed. =~

In closing, I want to emphasize as strongly as I can that the Rev-
enue Sharing Program is the most efficiently operated program on
the county-city-Federal level and the most equitably distributed
program that the Federal Government is probably presently in-
volved with., The elimination of the Revenue Sharing Program
would be catastropohic to local government in terms of the loss of
infrastructure; liakilities in our jail facilities; major indigent prop-
erty tax increases, and many other negative impacts on our con-
stituencies that will be felt first hand by every man, woman and
child that we local officials are to be providing services to. Through
the elimination of this program; we would be tai.ing a giant step
backward in local government in trying to provide the services that
we are trying to provide and it will be‘an absolute devastation to
local -government if the Revenue Sharing Program is not contin-
ued. We realize that the deficit must be addressed, and also realize
that funding of this important program has not been increased
over the last several years, even though other Federal programs
have seen- s’igmﬁcant; increases. However, we cannot attempt to bal-
ance the Federal Government's deficit problem on the backs of our
local property taxpayers. The final analysis is, if the Revenue Shar-
ing Program is not continued; property taxes will have to be in-
creased. A vote to eliminate the Revenue Sharing Program is a
vote to raise property taxes. Our fiscal welfare and the fiscal wel-
fare d;)f our comnstituency and your constituency is triily in your

Thank you very much, Mr. Chairman, members of the House
Budget Committee. I appreciate your time and willingness to come
out to our part of the couniry and hope I have given you a little
insight as to how the deficit reduction plan will affect county gov-
erriment in the State of Idaho. I will try to answer any questions
that you have. = . . )

[The prepared statement of Mr. Katsilometes follows:]

S PREPARED STATEMENT OF TOM KATSILOMETES
__Chairman William H. Gray, III, and members of the House Budget Com mittee, 1
certainly feel it an honor .0 be able to be here and present our testimony today. 1
want to thank you for the opportunity to speak to you today on the effects that the
deficit reduction plan will have on ,l,gcal,‘gfove,mpept, in the State of Idaho. I really
appreciate your coming out- to our neck of the woods and hearing our first-Land ef-
fects of this-plun. I think that it really shows a concern and dedicated thoughtful-
ness that this committee has for local government and the deficit picture as a whole
for our country. -~ - - - - - . - M S
- -I-am-here speaking for the Idaho Association of Counties and the Association of
Idaho Cities of the State of Idaho. I also have written testimony- that I will be sub-
mitting to-the committee from these organizations. I am-the chairman of the Board
of Bannock County Commissioners. I have been a commissioner for 3 years now. In
each of the 44 counties in the-State of Idaho,-there are three count “ommissioners,
just to give yoi an idea of the-striicture of county government. In total, we, the
county commissioners-are a fairly conservation group in the State of Idaho. We ap-
preciate the fiscal problems that the federal government has in wrestling with and
trying to control the deficit problem that, of course, affects all of our lives.. - -

“Mr. Chairman, 1 will get right {o the point, and the point is that the Idaho Asso-
ciation of Coiinties and the Ass-ciation of Idalioc Cities strongly supports the reinact-
ment of the General Revenii. Sharing Program. [ )
- Annually, cities and counties-in- Idaho. receive over $16 million in general revenue

sharing. at would the loss of this $16 million mean to Idaho cities and counties?
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It would mean the annual loss of $30 worth of services for every mian; womar o -

child in our cities and counties. S S
_.Jt would mean_the loss of approximately 8 percent of the operating budge:: -
citiesand counties. T T T .
_. It would mean that if Idaho cities and counties had the ability to make u4p i...s
shortfall through property tax increases, property taxes would have to be i rreased
by about 15percent. _ . i L S
. In Idaho the vast majority of the general revenue sharing dollars are comisi ed
.operating budget. These dollarg are instrumental in supporting the citim: -
counties’ basic services: police protection;, fire protection; street maintenarnce, i «alth
and welfare. Even with _today's Federal revenue sharing dollars in their budgets,
many of our cities and_counties are severely strapped finaricially and.have-difficulty
providing these basic city and county services. The immediate withdrawal of these
very significant dollars will undoubtedly mean a sharp reduction in basic services
for Idaho citizens. . " . . o _
__Idaho cities and counties are ranked by the U.S. Advisory Commniission on Inter-
governmental Relations as being dead last in local discretionary aiithority, most of
that ranking due to our inability to raise reverues at the loca level. Idaho labors
under a one pel,‘ge,n,tjrgpgrt{,mx initiative, the so-called soni of California’s Proposi-
tigﬁ 13. The replacement of lost Federal revenue sharing dollars is clearly an impos-
shility. S ) ) i R
___At a minimum; general revenue sharing.should be phased siit over & period of
several years. Ideally, the program should be continued in its current form on an
ongoingbesis, . ___ N o .
__We; in Idaho, view general revenue sharing as the most efficient and .effective
program that the Congress and the administration has ever offered to cities and
counties. Its basically “no-strings-attached” approach to Federal assistance. has
proven to be the most efficient; effective means to continiie the city-county-Federal
partpership. _ ___ __ - __ _ __ . o o
.. Let me give you an example that is typical of the efficiency ratio of how we are

using the revenue sharing doliars in.city and county government. The city of Poca-
tello and Bannock County each fund the Meals on Wheels Program in our county
with $25,000, making a $50,000 contribution to the program’s existence. This pro-
gram_feeds 40 elderly people in their homes. two times a day and each meal is a
nutritious meal that these individuals. would otherwise. not.receive. Nearly-all of
these individuals would be considered “indigent” and without the Meals- on Wheels
Program that is bemg paid for with revenue. sharing dollars,-the likelihood- that
these_individuals would end_ up on the indigent rolls anw be indigent -nursing home
patients is extremely high. In Bannock County, our daily rate for indigent -nursiag
home patients is $40 per day. That translated out to from $12,000 to $15,000 a year
gggapemn.,lf,all 40 of these individuals were institutionalized i & nursing home,
because the Menls_on Wheels Program had been eliminated, it- would cost-our
county taxpayers about $500,000.in additional property taxes—and -that-is if there
were no catastrophic medical bills incurred. So what I am saying is that the efficien-
°ﬁ ratio is_the $50,000_that the city md,éaﬁﬁt%rgs paying presently. from revenue
sharing dollars to fund the Meals on Wheels Program as comipared to-a possible
$500,000 we would_bave to levy property taxes for to pay the nursirg home bills.
That is a 10 to 1 efficiency ratio and a pretty typical examiple of how efficiently we
are using the revenue sharing dollars that the local governmients receive from the
Federal Government to keep from taxing our property taxpayers additionally in
BannockCounty. .~ - 7 o T
__The general revenue sharing program has not contributed one dollar to the in-
crease in the current Federal deficit. On the other hand; the costs of complying. with
Federal mandates have made jt more difficult for cities and counties to balance
their budgets in Idaho. If Federal revenue sharing were. to be eliminated; we woild
hope that most, if not all;, of the costly Federal mandates that so_complicate our
ability to deliver basic services to our citizens would be simultaneously repealed. -
In closing, I want ,w,g_mphasize,gsjtmnglxml,possibly can; the revenue sharing

prodgram s _the most efficiently operated program on the_county-city-Fedsral lavel
and the most equitably distributed program that the Federal Governiment is prob-
ably presently involved with. The elimination of the revenue sharing program
woul,ibeﬁ;atastroph;c,t,o, local government in terms of the loss of infrastracture, li-
abilities in our jail facilities, major i ,,l,g,Ent,pmf,ex:ty tax incremses and many other
negative_impacts on our constituencies that will be felt first hand by every mian;
woman, and child that we local officials are to be praviding services to. Through the
elimination of this program, we would be taking a giant step backwards in local gov-
ernment in trying to provide the services that we are trying to provide and it will

<

60



56

be_an _absolute devastation to local government if the revenue sharing program is
not continued. We need the Federal Revenue Sharing Program to continue in Idaho.
We realize that the deficit must be addressed and also realize the funding of this
important program has not been increased over the last several years; even though
other Federal programs have seen significant increases. Idaho cities and counties
have shouldered the burden of the deficit. We cannot afford to let the sacrifices of
the recent years go unrecognized: However, we cannot attempt to balance the Feder-
al Government's deficit problem on the backs of our local property taxpayers. The
final analysis is, if the reventue sharing program is-not. continued, property .taxes
will have to be increased. Our fiscal welfare .ind the fiscal welfare of our constituen-
cy-and your constituency-is truly in your hards. - - - _— - . _
" Thank you very much Mr. Chairman, members of the House Budget Committee. I
appreciate your time and willingness to come out fo-our part of the country and
hope 1 have given you a little insight as to how the deficit reduction plan will affect
county government in the State of Idaho. I will try to answer any questions that you

have.
__Mr: Wituiams [presiding]. Thank you very much. Commissioner
Horsley.

STATEMENT OF JOHN HORSLEY, COMMISSIONER, KITSAP
COUNTY,; WA, AND FIRST VIEE PRESIDENT; NATIONAL ASSO-
CIATION OF COUNTIES
Mr. HorsLey. Thank you very much; Mr. Chairman. = .

* My name is John Horsley and I'm a county commissioner in

Kitsap County, WA, which is just west.of Seattle, out there-in the

middle of Puget Sound. This July 1 will be elected as president of

the National Association of Counties and I will have the privilege

of representing countiss all over the Staie of Montana and each of
the other States tk'at you members of the committee represent.

When Jon Weintraub of your staff called me; I was a little hesi-
tant to come out here, all the way back here to Helena, but Mike
Lowry got on the phone and convinced me that he could deliver
seven sure votes on reenactment of revenue sharing, so I decided to
come back. = - - .-

Mr. Williams, my_father was born_and raised here in Montana
and went to college here in Helena. He tells me that.very near the
site that this hearing is being held today was called Last Chance
Gulch. I think that’s a very appropriate site for you to bring your

committee to today. [Laughter:] L ;
Mr. Chairman, as you are aware, over this last 5 years county

government across America has consistently supported measures to
reduce the Federal deficit. As you are also aware, over this last 5
years, programs. to aid State and local government have been cut
3 percent. We have stepped up to the line and we have done our
part to balance the budget. To our dismay, and to the dismay of the
citizens we represent, it’s a drop in the bucket that has been far
more than offset by the increase in defense spending and the
Kemp-Roth tax cutback in 1981. So here we are stuck again. The
President and Congress are saying, “Guess what, folks? You're
going to take it in the shorts again.” L
__You know, it’s a political year, so let’s talk politics. What we’re

tired of seeing happen back there in Washington—I was back there
last week and Senator Wendell Ford described Washington, DC, as

72 acres surrounded by reality. I'm glad you could come out here
and hear our testimony from the West today.
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What has been going on back there is a political shell game. And

the name of that game is_ “shift the shaft.” You know, you can
learn a lot_from song titles. Aretha Franklin has a song out,
“Who’s Zooming Who?” And there’s an old country and western fa-
vorite we're all aware of back here, “She got the gold mine; I got

the shaft.” [Laughter.] Well, that’s what has been going on.
‘There are those back in Washington who want to take credit for

cutting taxes and now want to take credit for reducing the deficit,
but they want us to take the blame. They want us to take the
blame for cutting services to our citizens and raising taxes_ locally.
Well, I don’t think those kinds of games will work. I don’t think
those kind of games are something our citizens car tolerate and it’s
time for some straight talk and some fiscal honesty. =~
So the message I would like to suggest to the committee today is

that if Members of Congress feel there are truly Federal programs
that America no longer needs; that your citizens ¢ 'n do without,
then vote against them. Cut.them. Eliminate them. And then you
come_home and tell the citizens, who previously used those pro-
grams and depended on them,.that you didn’t think they needed

them any more and you’re going to stand up for your vote: But
what we would hate to see is for-you to cut those programs in the

expectation that you can dump them on us down at the State and
local level: And whether the issue is senior citizens or education or
transportation, or infrastructure, we can’t get there from here if
you dump additional burdens our way. - S -
As I mentioned in my testimony; we have already taken $80 bil-

lion in cuts in Federal programs, and to ask us now to pick up the
slack is not in thecards. =~ = S
I'm a witness here from Washington State so let me talk for a
second about the situation in Washington. Mr. Lowry, I think you
would like to tune.in on this: S _
-Our estimate of the combined impact of the Gramm-Rudman

1987 cutbacks, and the elimination of general revenue sharing in
the State of Washington, would cost us about $250 million in reduc-
tion in services. The choice is either raise taxes to pick up the
slack, or to cut services. I suspect—and, Mr. Lowry, you can lend
your own judgmcrit on this—we're not in a position to pick up that
slack. Because what has happened is the most conservative legisla-
ture in Washington State’s history raised our taxes in the 1982-83
period $1.1 billion. They also cut services $464 million because back
in the doldrums of the most recent recession Washington was hurt-
ing. : S - e
_._Now, we have come back, but the residue.of that tax raising has
used up tlie political capital that’s there for State legislators ‘o
raise taxes any further. And the taxes that we raised at the city
and county level back in that same timeframe have used iip our
political capital. We can’t go back to the taxpayers and hit them
again: So if those cutbacks do, indeed, come, they will be passed on
to our citizens in the form of cuts.

. There is one other reason that I think is illustrative as to why it
is difficult for us to pick up t:.ie slack; it is our economy is not all
the greatest. I _went through the unemployment statistics—and
they're attached to the testimony I provided you. In our State, out

of 89 counties, 30 counties have unemxéoément rates of over 10 per-
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cent; 12 of our counties have unemployments in excess of 15 per-
cent; and 4 of our counties have unemployment rates in excess of
20 percent. S o
Our timber economy is flat on its back. Agriculture is hurting,
and our resource-based economy throughout the Northwzst cannot

pick itself up by_its own bootstraps easily and very soon. That is
the reason America has consistently said we have a steke in Mon-

tana from Washington. Massachusetts has a stake in the comeback
of the West. When they suffer 12-percent iinemployment back in
Messachusetts, the secret to their reresuscitation was Federal as-
sistance to get them on their feet again. Now that Massachusetts
has unemployment rates under 4 percent, I think they_ have a
stake in helping us. That’s what Federal programs were designed
to do and I think those that would slash these programs or elimi-

nate them don’t have the big picture: Not only do we face a major
deficit in Federal spending; we’re lcoking at this massive trade def-
iett. . . .

_Let_me wind up my testimony, Mr. Chairman, with one other
plea. You all want to get reelected this fall—I'm rnot up for reelec-

tion and I've got a couple more years to go. But we’ll help you get

through this difficult process. We’ll Jook the other way if you want
to play some games and redefine the extent of the problem. But
don’t just look at the 1987 situation and try to get back. The long-
term 5-year course of Gramm-Rudman is what I describe as sliding
slowly down the razor blade of life. o -

If we allow ourselves to accept the premise that we are in the

process of eliminating domestic programs in the Nation—and that’s
what the premise of Gramm-Rudman is, that we’re going to cut
about $100 million out of domestic programs, »nd there’s only
about $106 billion there—I question whether America will be the
same, have the same quality of life 5 years from now. So work with
us; Work with Governor Schwinden and_his colleagues; work with
counties, work with cities, to make a sorting out of the process.
' There are many things we can do more efficiently at the county
level than you can at the Federal level. If there is a sorting out
process that can more rationally deliver services to America, let’s
take a look: o A

Finally, I agree totally with Mr. Katsilometes. Now, more than
ever, we can’t afford to lose general revenue sharing. If you're
going to cut many of our categorical programs—as I'm sure you're
going to have to—now more than ever we need the flexibility; the
cushion of general reve.ue sharing; to absorb the transition in
making those cuts. ,

Thank you very much: o

[Testimony resumesonp.68] ,
[Tlie prepared statement of Mr. Horsley, with attachments, fol-
lows:
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PREPARED STATEMENT OF JoHN HORSLEV
Chairman Gray and distinguished members of the Committee, I want to
Ehank you for the opportinity to testify before you today as a
witness from Washington State: My name is John Horsley. I am a
County Commissiorer from Kitsap County a community of 170,000 just
west of Seattle and home of the Trident Submarine Base. I am also

1st Vice President of the National Association of Counti€s.

When I was in the capital last week; I heard Washington, D:C:
described as 72 acres surrounded by reality. Thank you for coming
West to visit us out here in the real worild.

My father was born and raised fn Montana ané attended college
here in Helena. He tells me that fhié ﬁearing is Eeing ﬁeid in
what was once known as “Last Chance Gulch®. That strikes me as a

Mr. Chairman, as you are aware; over this last five years federal
excess of $80 billion. We have done our share to help reduce

the federal deficit. OUnforturately, as you are more aware than

even we, the deficits Created by the Kemp-Rath tax cut and increased
defense spending have fore than GEI-set what was gained through the

sacrifice of domestic programs.

ERIC
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Now we are being asked to eee our programs slashed still further.

What is going »n here is a political shell game, and the name of
the game 1S "shift the SHAEt®. Many at the federal level want

+o take Gredit I5¢ BoEh CGEEing taxes and reducing the deficit
and see us at the local level take the blame for either cutting
services or raising taxes at home. I don't think our people can
afford to see us play games right now. I think what they need is

straight “alk and Fiscal honesty.

As I understand it, one of the questions you want us to address

is whether we in Washington State are in a position to pick up the
biurden wHich additicnal domestic cutbacks would SHIfE GUE way:

éiéé miiiiéﬁ is our ésfimaée of fﬁe doiiat iéss we would face from
FY'87 Gramm-Rudman cutbacks ané the elimination of Revenue Sharing.
The answer is no. And the reason for that "no" is thnat we ﬁé@é
already used Up most of the political capital available €6 s

to raise taxes. Have no doubt; out here the tax revolt is alive
ané well. Despite that, since 1981, the State has increased taxes
by §1.1 billion to help balanice a biennial budget of approximately
$10 billion. Spending cutbacks c6 the tune Oof $464 million weze

fiade in the same period.

to a slumping economy, in part to pick up a cut-back of $200 million
in federal aid, ané in part to respond to a court maniéte to éﬁiiy

fund basic education.
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Our sales tax was increased 50% to between 7% and 8% depe:“ing on

local option.
our gas tax was increased 50% from 12¢ to 18¢ per gallom:

A 7% surcharge was placed on most major taxes.

And our €axes on liguor and cigare+tes are some Of the highest in

the country.

A funding crisis at the local level has forced counties and
cities to raise taxes as well: Our pféﬁiémé arose for Ewo basic
reasons; Eirsé; a 106% 1id on properéy taxes imposed in 1973

(five years before California's Proposition 13) kept our revenues
from keeping pace with inflation. And second, the 1981-83 recession

From 1980 through 1982, our 39 counties reduced county employment
from roughly 15,000 to 12,500, a recuction of 17%. Basic services

were reduced. Fecderal revenues fell from $120 million in 1980

€0 $90 million in 1982:

The resulting crisis led the Legislature to grant counties an
additional .5% sales tax and a .25% tax on real estate sales.
sifilar Options were giver the Stidte's cities. Neitlier coufities

riot cities have the options €0 Increase their property taxes.

06
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In my own county, in the 1980 to 1983 period we were forced to
ciit back our employient by 92 positiors from a total of 600.

since I was First elected in 1976; Kitsap County has grown by

50,000 residents. We are the fastest growning county in the
State. Yot we have fewer employees today than when I took oEEice.

Oiir taxes are at the maximum rates allowable: In terms of revenues
pet capita, we rank dead last. We take in $201 per capita compared
to the State average of $582. If we lose General Revenue Sharing

Wwe expect to cut approximately 40 employees and eliminate our
contribitions to five Sociil service agencies: Rape Relief; our ALIVE

and Tourism Bureau.

With the reveniies availlable tc us toéddy; we €an't Satisfactorily
fieet oUF obligations to provide basic nervices now let alone take
on additional tesponsibilities. And we are a County with a thriving

economy .

Many of our counties whosSe economics are bssed on the &epressed
timber iﬁéﬂ§éfy or depfeséed agriculture industry are not as
fortunate.

In Whitman Colinty, the home of Washingtor » Uniiversity, 128 of
its general fund budget comes from Revenue Sharing. This is

ptapdsed for ;liﬁiﬁééiaﬂ.
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The unemployment rate in Skamania County is over 30%. Of its total
revenues, S$3% Comes from federal forest receipts. The President's

bodget proposec to cut this program by 73%.

on the coast in counties like é;éy; Harbor ané Pacific ééuntiés;
lumber mills are virtually shut down. Programs like EDA, CDBG
and JTPA are just what they need tc launch new avenues of economic

éé?éiéﬁméﬁé: Eéé these programs are to be Cut or eliminated.

The combined impact of meeting the Gramm-Rudman 1987 target and the
elimination of Revenue Sharing on Washington State would be a loss
of $240 million., And that is our share of recucing the deficit
ééldﬁién tc Eééucing the deficit over the four remaining yeafé of
Gramm-Rucéman, the loss of federal revenues to our State could be an

additional $200 to $500 million.

Assuming the Congress chose to dump this burden on us at the State
and local level in this way, I doubt that even 25% of the load

could be picked up by raising State or local taxes.

If Congress is serious about reducing the federal ceficit, and we
éafnesfiy ﬁépé you are, then indeed eliminate programs you belfeve

the country o longer needs: Cut back on programs ghat are o
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longer essential. Then come home and explain t
those citizens affected. But don't cut programs in the expectation

that they will be picked up at the State or 16cal level:
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1f you Believe programs can be run more efficiently at the state

of local level, as we are confident is the case in many instances,
Ehen transfer them to us but together with the resources to fund
them. Join with us in the sorting out process. We share with you

the desire to make governmerit a8 efficient as it can possibly be.
Federalism can work if we act as honest partners.

At our National Association of Counties Leégislative Conference

March 4, we had & record attendange. our Board of Directors adopted
rew policy regarding this year's budget crur-n which was remark-
able i- ~o5 respects: First; it called on Congress to increase
federal revenues as a part of the deficit reduction process.

Second, it stated that if the solution included reductions in
speriding that they be applie across the board and that domestic

programs be cut no more than our defense programs.

Reenactment of General Revenue Sharing contifiies t6 Be Guf highest
priority. This i5 especially needed in our State of Washington. We
feel the preservation of Revenue Sharing is justified now more than
ever because of the reductions in categorical programs that have
been made and realisticaily will, in all likelyhood, be cut still
further. We need the flexibility of r‘venue sharing in order to

absorb these cuts.
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Beyond this, we ask that Congress not just focus on the program
cutbacks it will take to meet the $144 billion target for FY87, but

#ake & 160k at the long-term. Should there bé a continuing role
for the federal government in domestic policies? Are you §oing to
pull out of our federalism parinership? Can state and local
domestic programs? We look forward to working with you to provide
answers €6 these questions in the long-term best interest of the

citizens and nation we both represeht:

Thank you.
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A MESSAGE TO THE STEERING COMMITTEES AND

SUBCOMMITTEES FROM THE NACo EXECUTIVE COMMITTEE

. ___ At thé,meeting—ﬁétwegp”thg,Exg;utive,COmmittee and.the Steering
Committee Chairs, significant consensus was reached on the process
by w#hich _NACo .can reach effective and articulate national . policy

on pending budget-related matters. We encourage you to consider

in your deliberaticns the following principies:

© The maintenance of our domestic partnership with the

Federal government, as defined- by the General Revenue
Sharing _program, contirUes to be our number onhe
Tegislative priorityv.

0 NACo has_historically supported efforts to cut the
Federal deficit._This_support. has been consistently
demonstrated.in NACo policies_and positicns. NACo's
policies must recognize the continuad deficit-reduction
requirements of Gramm-Rudman-Hollings.

0 Efforts to-reduce the Federal deficit and balance the
budget will require revenue increases at the Federal
level.. Congressional “tax reform" _measures_mgst
recognizs this_-need without Jeopardizing local
economic activity.

[«] To_the extent_ that spendiag reductions are a _part of
the_solution to. the défitif,probIem,”dqmgstic and

defense reductions must be treated equitably. The

reductions _should_apply across the board; domestic

pregrams should be cut no more than defense programs.

© Because of Gramm-Rudman-Hollings, the Federal-domestic
partnership is threatened with_extinction. NACo should
amphasize the nisative social_and fiseal impact-of
further reductions in specific domestic_programs.. In
50.doing, committees should identify both immediate
(FY.'87) programmatic impacts as well as lang-term
societal effects.

Mot 2, 7756
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_Mr. Wirtiams: Thank you, Mr. Horsley; and our thanks to each
of the witnesses.
~Mr. Horsley, I think you have the notion of federalism exactly
right. You also seem to understand what’s going on with these

budget cuts; and that is simply a shifting of the tax burden to the
local property taxpayer and also a shifting of the respbnsibil,iatjv of
the programs and efforts which traditionally have been Federal re-
sponsibilities to the county commissioners and Governors. Of
course; that would be the =nd of federalism as we’ve known it tra-
ditionally in America. - - -~ - .

_ That, in fact, is what the budget is all about. The budget is not a
fiscal document. The budget really is a political document, a road-
map of the future. It shows us how we progress from here to that
shining place on the hill that’s the great promise of America:
Therefore; I think you have it exactly right. = _ = _ _ _
- Each of you }evi: asked us not to_make cuts. There is a chart
behind you whichk shows that the deficit is now almost out of con-

trol. We pave “r  his country stacked up more deficit in_the last 6
years thai~ ws accumulated with all the previous Presidents,

Gaorge V- 4ington through Jimmy Carter combined. You now pay
more as raxpa;’ers to just pay the interest on the debt than it cost
to run the Vietiaam war, the Great Society; and all other Federal
iggmdlng combined under the big spendng era of Lyndon Johnson,
Now, we have got to do somsething about the deficit. People say

to me; “Pat; you're on the Budget Ccmamittee.. You fellows write
the checks, you and Appropt i;itinns. You spend the money, not the
Fresident. The deficit isu’t his taul:’ E.t what county commaission-
ers. public power council people, an ciii-ens have to understand is
that the Congress wrices checks ic- !*=s5 money; less money than
the President asks us for.

Last year the Congress spent $18 billion less than Ronald Reagan
asked us to. Each year since he’s been President, less.money was
spent than he asked us to spend. So while we can take some re-
5 ;olrisibility for this deficit, we need to understand it’s a shared li-
ability. N L L

Now, having said that, gentlemen, the fact remains that the red
ink is almost out of control. Let me _be unfair and ask you to
answer a guestior in ). seconds, _just because we’re running
behind; anc ask that of e:.ch of you. We have got to cut the budget,
so-where do you want us to cut it?

Mr.Ogden. =

Mr. OcpeN: I think we’'ve had an extravagant defense buildup

which is not justified or necessary, way beyond any peace-time jus-
tification. We. know there has been waste and extravagance: I
think that’s where you should look, and a real big oné.

Interest rates will come down—they are coming down--and we
ought to be able to save considersble there. I think Governor

Schwinden is right. If that doesn’t make the diiference, then you've
got to look at that 1981 tax cut, which was unfair and which has
devastated the Federal revenue picture.
Mr. WiLLiams. Mr. Horsley. ) o o
Mr. Horstey. Mr. Chairman, I'm sure you meant to say how do
we cut the deficit rather than how we cut the budget, because we
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don’t accept the premise that we’ve simply got to cut spending. The
Kemp-Roth tax cut, as you recall, for the last 5 years has reduced
Federal revenues at about $650 billion. If; in your wisdom, you now
recognize that Congress may have cut your revenues too far, there
are many options on the table for restoring revenues without rais-
ing taxes this year. Long term, you may also have to raise taxes as
part of the solution. ] L - . o

Our National Association of Counties, a week ago, for the first

time in its history, came out forcefully saying revenue increase hzs
got to be a part of the solution to deficit reduction.

Two other things we said: If you're going to cut us—and we
expect to take some of the cuts, and we are not dumb enough to

step up to the line, put our necks on the line, and say hit us here,
here and here. But we're expecting you to make some programmat-

ic reductions: We're saying cut us no more than you cut defense.
__That’s another remarkable statement that you have never heard

before from relatively conservative county officials who want

America to be strong. But we say yes; we want you to reduce the
deficit. We're again willing to do our part, but don’t cut us any fur-
ther than you cut defense. }

Mr. WiLLiams. Mr. Katsilometes.

Mr. KaTsSILOMETES. Thank you; Mr: Chairman: : ]

My consideration would be that I think we've got some major

loopholes for corporate taxes that they're not paying and I think
that’s a real area that should be looked at in terms of trying to

reduce the deficit: I aiso agree with these gentlemen on the defense
budget. But I think that corporate tax situation; where they've

beent given tax loopholes; tax credits, for years and years, just. in
the last few_years especially; has really contributed to the deficit
problem: That’s my feeling._ - S

I think without some of these programs; specifically revenue
sharing, | think it’s going to contribute tc the deficit problem. I see
in our cuunty a lot of people not being able to pay property. taxes
right now. Our farmers are just at the edge of not being able to pay
anything and are losing their farms, and ! see that as more money
that’s nut going to come to the Government, more money that the
corporations are continuving to not have to pay taxes for: I see that
as a real area that we need tolookat. =

,’1l;he CaairMaN: The gentleman from South Carolina, Mr. Der-
rick.

Mr. Derrick. Mr. Katsilometes, you mentioned just a moment
ago about all sorts of revenue sources without taxes. If you have
come up with some new scheme for. financing here that I'm not
aware of; I would like to hear about it. Maybe it was Mr. Horsley.
i’.arsorry. I beg your pardon. - - S
__You mentioned all sorts of revenue sources without raising taxes,
Mr. Horsley. I don’t S
Mr. HorsLEY. There are a couple of ideas that I have heard re-

cently. This tax amnesty concept, of getting taxes——

Mr. Derrick. Tax amnesty, at. its best, will raise $1 billion.. . ..
~ Mr. HorsrEy. Well, I've heard estimates anywhere from 12 to 50,
but—— . L ) :

Mr. DerricK. Let me assure you that they are incorrect.
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Mr. HorsLEy. Well; that’s one good option I hope your committee
is taking a hard look at. The loopholes, where corporate America
pays far less than their fair share of what we believe is reasonable
and poss1ble, is another area.

the House and is now being considered in the Senate, contams in it

tax reductions, I understand, of around $175 billion in a year in
which we have a_ $180 b1111on deficit. I think as we take a look at
the Tax Code we’re going to have to look at which of those. loop-

holes we can afford. There - may be other options, Congressman,
that your committee is aware of.
Mr. DerrICK. Do you have any loopholes particularly in mind

thls morning that we can close?

Mr: HorsLEY: No, I couldn’t go into that.
Mr. DERRICK. You know, I don’t want to go on too long, but I

want to tell you that I was in the State legxsiature about 15 or 16
years ago, and one of my county officials came in the office one

morning, my law office, and he was raising a check: He said, “Look
what I've got.” I1e was holding a check for $300,000. I come from a

small county. He said; “What do I do with it?”’ I said; “Well, that’s
your first installment on revenue sharing. Go Jput it in the bank ”

About 6 months later he caHed me and said; ° YQu know, 1 got an-

other one of those thxngs in the mail.” I sa1d “Well, go put it in
the bank.”

town in my district that has a pohce car with riot equipment and
all this fancy stuff on it; the only problem is, they don’t have a po-
liceman. I've seen it used like that.

. You know, my theory has always been—and T'm siire you would
have to. agree with-me—that tax dollars are best spent by those
who collect them. That has been one of the major problems in the
federal system as it is now. We collect it, and somebody way down
the road; who has no responsibility; who h:s no answer to those
who he has collected it from, is spendmg it. It seems to me that
revenue sharing is a perfect cz..-: of this, )

I can tell you of another town in my district that has a beautiful,
yellow firetruck. It’s a diesel. It has ladders that go up four stories;
never mind that the h1ghest bu1ld1ng in town is two stories, ‘and
never mind that they're probably going to save, over the life time
of that truck, $2 because it’s a diesel: You know, they may have
needed a new firetruck, but that firetriick was bought with reve-

nue shanng If they had_had to buy it with 1ocal tax dollars and
had to go down to the coffee club in the morning and sit down and

justify to the people of that town how they were spending that
money, they would have never bought it. This is my problem with

so many o: these grants and revenue shanng and so forth:
Mr. HorsiLEY. Congressman, I'in sure we're not going to agree on

everything we_discuss here today, but you raised a_point with Gov-
ernor Schwinden that I would ike to touch on, Mr. Chairman, if
you have just a second.

You made an excellent pomt about some of the functlons of State

government that are off budget. I think it’s high time your Budget
Committee, Mr. Chzirman, took a look at making more rational
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your Federal budgeting process. What troubles us and troubles all
Americans 1s to see you borrowing about $1 out of every $4 or $5
you spend, but that obscures some of the gliches in the Federal
budgeting process. Mary of the capital expenditures and the debt
amortization payments that you have to make; whether it’s for
housing programs or long-term infrastructure programs, should
indeed be taken off budget and be seen as what they are—long-
term investments in_America. It is appropriate_ to borrow and go
into deficit for those functions. What we would like to see you get a
handle on is the deficit spending for actual maintenance and oper-
ations._ _ . _

__But I think there is a iot you can achieve by revamping the Fed-
eral budgeting process that would reduce the apparent deficit and
make more rational your Federal spending processes... __

Mr. DErRICK. I think your key word is “apparent.” You know; I
will tell you the Federal Government in our budget is a much more
truthful layout of what’s going on than what the State of Montana
has, be...use the State of Montana is running just as much a deficit

as the Federal Government is. But you’re hiding it over here on off

budget. Why not let t «© reople see what it is and let them make
their own judgments? i inoney and it’s got to be paid back by the
taxpayers. . A
_If we started doing_that, we could prohably double the deficit
that we have now and probably fool the_people for a little while:

But I certainly don’t want to do that and I’'m sure you don’t. Thank
you. , )

The CHAIRMAN. Let me respond to the question; also.
—Several years ago we did operate the Federal budget that way.
There were many items that were not a part of the Federal budget,

therefore, when your Congressman and your Senator voted, you

only ds'aw taem voting on a portion of what the Government actual-

irdid. e . .
A lot of good Government_ folk_and reform-minded people who

wanted the process improved said, “When our Congressman and

Senator votes, and when the President puts together a budget to
present to the people, we want to see everything.” That resulted in

everything being put into a unified budget. We didn’t have some
things over here, some things over there, and some things here.

__As Congressman Derrick points out, if the State and.local com-

munities budgets were calculated the same way ours is, they would
not be balanced. == = o o o -

. We often forget the fundamental cause of how we got here. You
have to remember that when you vote for people; you're voting for

policies. Unfortunately, I think sometimes in America we have for-
gotten that. There are three policies put out there—and I'm going
to repeat them: “Pm going to strengthen our national defense, I'm
going to lower your taxes; and I'm going to. balance the budget.”
Pm going to repeat that. “I'm going to strengthen your national de-
fense, lower your taxes; and balance the budget.”

Forget how you feel about either one of these igdividu’aﬂy,ﬁb}}
cause I want a strong defense, I want my taxes lowered, and I want

a balanced budget. But if anybody thinks you can do the first two
and reach the third, I want to meet them. Because, as a Baptist

preacher, they’ve got to be God. [Laughter:]
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Why? Because in order to strengthen -the national defense,
you’ve got to pay for it: You don’t get a 600-ship Navy from Good-
will Industries. You don't get, F-16's from the Salvation Army. You
have to buy them: If you make a decision that you want to do this,
that means spending. You then say we want.to lower taxes—and

I'm for lowering taxes, God knows I want to lower my taxes—but
you’re lowering the revenues to do what? Pay for this spending
here. Finally, you say you're going to get a balanced budget. =

1 would say to our local officials, explain to your county constitu-

ents the facts of economic life. Then when they go to the polls to

vote, they will be informed and thus they will be looking at. all
things. Tl..15, we have a hard time, when the constituency of Mon-

tana says, as they said overwhelmingly, along with 48 other States,
“this is the person and these are the policies,” and then they com-
plain when the policiesoccur. .  __

The gentleman from Washington, Mr. Lowry.

Mr. Lowry:. Thank you, Mr. Chairman. =~ =~ =~ _ =

Just briefly,; because I know we're now behind schedule, I think

you can see why we’re vel('iy proud in the State of Washington. John
orsley is the next president of the National Association of Coun-
ties. Also, I wanted to_bring him_here because I wanted somebody
who could tell stories like Pat Williams. I thought that made good
sense.. - - - o .
"1 think the testimony was excellent by zll three. I only have time
for one question: Mr. Ogden; I would like to ask you a question on
BPA rates. A

I really think we may have a real problem here where they’re
crying out privatization and selling BPA and everything, knowing
that will never go. And then they say, “Well, here we aid that for

you. We'll take that away. We won’t privatize you to sell BPA; but
we’re going to give you this 10 percent whclesale rate increase.
Congratulations.” It’s like sort of a compromise. Now, I kind of

think that might be happening tous. =~ _ .
~ What will be the effect of a 10-percent wholesale rate increase
and, No. 2—and you have to be very brief becatise of our time—are
the interest rates of BPA subsidized in any way by the Governmeut
budget, or do we pay in BPA the market rate?

Mr. OcpEN. Let me answer the second question furst. .

The interest rates for all the Federai Power Marketing Program

were set according to the rulss that Congress laid down. That was
that at the time construction started, the interest rate that the
Government paid for money, at the time the money was borrowed
to build the facility; would be the interest rate we would use. Now,
that is what everybody does when they buy a house; that’s what
everybody does when they buy a car. Those principles have been
well established for over the last 70 years. So Bonneville is paying
the interest rate as of the time that construction took place.

Mr. Lowry. For instance, we paid 16% percent? = ___ _ ___

Mr. Ocpen. That’s right. And on the money that Bonneville bor-
rows, they are paying actually a premium. There’s about $2.5 bil-
lion of Bonneville’s debt that is on a premium basis under the 1974
act. So no, our answer is that Bonneville is not _subsidized. Bonne-

ville, and the people who use Bonneville power, are paying the

Government the full cost of that power, returning it with interest,
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and returning the capital as well as covering all the operating

costs; and supporting irrigation, and supporting fish and wildlife,
and supporting other aspects of running the river. So no, there is
not a subsidy. . . L
. What would a 10-percent increase do? Well, it would add an addi-
tional 2 mils to the wholesale price. It would further dampen eco-
nomic activity in the Cacific Northwest. It would probably still fur-

ther reduce the number of jobs. Our estimates are that it would

probably have a minor impact on the number of jobs—you’re talk-

ing 5,000-10,000 regionwide. Ten percent isn’t that big an economic
blow. But every blow is going to make it more difficult. =~~~
At the moment; the aluminum companies are operating on an in-
centive.rate, as you know, Mr. Lowry. We have cut them 5 mils
beisw the current recovery of costs in order to keep them running:

The aluminum company at Columbia Falls came asking for an
even additional special consideration so that they could keep run-
ning with their tolling operation. We really .can’t afford an addi-
tional hit to the aluminum industry or we shut them down. That
means 23,000 jobs. That means we don’t sell our-power -and that
means the rates go up; and then we’re talking 50,000-60,000 jobs
and we're talking that tk~+ Government can’t even recover the rev-
enue; the additional mongdy it gets; it loses in taxes. So it’s a loser
all the_way around.. — .

Mr. Lowry. Thank you. Thank you; Mr. Chairman. _

The CoAIRMAN: The gentleman from California, Mr. Fazio. . __

Mr. Fazio. I just briefly want to _have a little dialog with Mr.

Ogden, too. I share the attitudes that Mr. Williams and Mr: Lowry
have about public power. as youknow.
- Mr:. OGpeN: I know,; Mr. Fazio. We worked together for many
years. oo

Mr. Fazio. Yes; we have: Al Swift; another colleague of ours, and

classmate, has been a real champion on these issues as well.

I certainly am going to oppose the defederalization; as I think
you know. Those of us who sit on the Energy and Water Subcomn-
mittee that you cite in your written testimony, hopefully will take
the action that you ask for, which is to say that we're not going to
provide the funds to carry out this sale. . : S
. But I do want to make one discord note, perhaps a note of cau-
tion; and that is that those of us in California have been working

get an upgraded and new intercharige, a new way of getting non-
firm power down to our area. I think it may come togethe.; al-
though we have some problems in the tax bill and we have some
concerns that relate to the charges that you want to levy on »s.
You’ve got WPPS problems and you want to do more in conser
tin, and we_ want to help you. But you can’t kill the goose that
lzx.: the golden egg. -

Mr. OgpenN. Exactly. .
- Mr. Fazio. I think you're charging your customers 3 to 7 mils in
in California: =~ = = N
_ Now, I would be derelict in my responsibilities as a representa-

tive of that State if I didn’t think there was some irequities in
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that. So let’s work together to find a rate that we var afford, that
will let us come up. with private; not Federal capital anymore, to
pay for these facilities, to help you out for the gocd of the taxpay-
ers of the Nation: =~ o o
___Mr. OcbeN. I certainly share that feeling, Mr. Fazio, and thank

you very much: As a matter of fact, Bonneville has just now pro-
posed_to reopen the 1985 ROD, the record of decision, with 2 view

to trying to devise an 18-mil rate for the surplus energy for Califor-
nia; which would make a very significant difference. I think we
want to work together: We've got surplus energy and it should be
available to you at a price you can afford, aud it will help us. We
don’t want that water going over the dams and going down %o the
sea; either. It doesn’t do any good that way. _ _

Mr. Fazio. I certainly appreciate your response. Thank you. -

The CHAIRMAN. We want to than:. :.-:3e witnesses for their in-
sight and their testimony today. Tharz vou, Mr: Ogden, Mr. Hors-
ley, and Mr. Katsilometes. = ___
_ At this time the Chair will -all to the witness table Hon. Gene
Donaldson, vice chairman, House Committee on Appropriations of

the Montana State Legislature; Marie McAlear, commissioner,

Cities and Towns: - . o . ,
We would like to ask the three witnesses if they would move to

the witness table. We would also ack that they keep in mind our
instruction that they give us a 5-minute or less summery of their

views, and remember that their total testimmony will be inserted in

the record. o o o
Representative Donaldson, Ms.. McAlear, and Mr. Hensen, we

welcome you. If you will proceed in that order, thank you very

much:

STATEMENT OF HON. GENE_DONALDSON. VICE CHAIRMAN,
HOUSE COMMITTEE ON APPROPRIATIONS, MONTANA STATE
LEGISLATURE
Mr. DoNaALDSON. Thank you; Mr. Chairman.

__For the record, I am Gene Donaldson, a member of the Montana

understand to some degree the diizmma you perhaps face because
in Montana we have a similar situation.

. Congressman Williams .1 think understands that we are part-
time legislators and the time was rather short for the preparation

of this meeting. I was asked the other day if I had thoroughly read
and understood the various budget proposals, and 1 indicated that I

probably couldn’t even lift them, let alone understand them:

At any rate, I will try to give you my perspective as 1 see the

problems cenfronting the Federal Government and their attempts
to solve them and how they might impact Montana. =

I think as we talk about_the various budget proposals it dcesn’t
really make a whole lot of difference whether we taik about the
President’s propossl, the. Gramm-Rudman-Hollings situation; or
perhaps a compromise, which we hope will ccme out of the congres-

sional committees. I think we're all fully aware that we must first
of all address the deficit situation. I think that is one of the highest
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priorities that Montana p:.sple have. I don't ihink it’s necessarily a
political battle. I think the Montana people—and I think I repre-
sent their philosophies—hold you as Congressmen and the Presi-
dent equally responsible for the deficit that we have; and equally
responsible for finding some solutions, hopefully that we can arrive
at some solutions in the near future. = =~ :

I think we also recognize on the Montana scene, and I think even
on the county scene; that with the type of cuts that probably will
have to be made there will be some pain involved, and that Pprob-
abiy we're all going to have to_share in this. It is not something

that someone is going to shift off to the other person, whether it be
in tax increases or in cuts in the budget. Therefore, I think we rec-
ognize that; or at least most of us do;

1 guess there were a couple or three areas that I would like to
Just very quickly address relative to potential cuts to the State. The
first one that I think you asked about in your letter was what the

State’s response might be relative to cuts; as to whether or not we
would probably cut programs or whether we would increase taxes:
.1 think that the Governor this morning has probably outlired
the economic situation in Montana rather well. We have some seri-

ous problems. Oil and gas are not the only problems we have. We
have a declining employment rate, we have a situation where our

personal income is not coming into the State as it has been. Virtu-
ally every.aspect of our revenues in the State of Montana are
either level or declining; and this has caused us some considerable
problems. -
__1 think; to be realistic, it would be virtually impossible to assume
that any of the Federzl cuts would be picked up by the State. I
think I can also make the assumption it would not be picked up by
local governments. I think we’ve got about as much chance of that
happening as maybe Montana State beating St. John’s today in the
NCAA tournament. [Laughter.]

We're still rooting; but I don’t think—— L

The CHAIRMAN: As a former basketball player myself, who often
played on losing teams, hold on, they may do it. [Laughter.] = .
.. There was a team called Viilanova, that no one ever heard of. So
thereishope. = = , L .
~ Mr. Donarpson. We're still rooting, Mr. Chairinan, and very
hopeful, I would suggest. I sce we’re ncw 100,000 to 1, and we're ail

looking for someone to match that bet; I guess, at this point.
_ At any rate, I don’t see the possibility of the State picking up
substantial reductions in the Federal programs. I think there will
have to be some programeuts. ___ .
There are three basic areas :hat I would just like to address this
morning--there are some others, but I'm sure my colleagues here

this morning will touch on_those. One of the major concerns I

think is in the Medicaid and social services area and those poten-
tial cuts. I think there is ne question; if those come to pass, we will
probably have to make some programcuts.

_ Our problem—and I think it is not unique—is substantial; in
that we see on the one hand the President and the Congress szying
we don’t have the money and; therefore; program cuts will have to
be made, and on the other hiand we see the bureaiicracy coming out

with inspection teams and so forth to our institutions and; in
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effect, asking that we  make substartial increases in those pro-
grams and in the cost of them. = o
—— Representative Williams indicated that the budget is a road to
Utopia. I think sometimes the bureaucracy thinks we have arrived.
Certainly you don’t have to go far in the communities in Montana
to realize that we’re a long ways from the ideal; that a lot of people
are bearing up under some very difficult situations. -

__I recognize it is not your problem to write the rules and regula-
tions of the various agencies, but certainly there is an incomipatibil-
ity. I think certainly a lot of the cuts could be absorbed a lot more
effectively and efficiently if, indeed;. there was greater cooperation
and a great deal more realism in the role and scope that we can

actually accomplish: Certainly we would like to accomplish all of
the things that were suggested, but in the veal world outside the

area of Washington, DC; perhaps; the money is not there; obvious-

Y. il
The second area that I think has a greal concern to a iot of

people in the State of Montana, being a rural State, is the impact

upon the Extension Service; I think these particular proposals and
cuts would eliminate close to one-third of those people. In a rather
sparsely populated State like. Montana; we.are basically one-deep
in most of our positions, so the result would be that those people
would be eliminated and those programs would be eliminated. .

_I would hasten to add that over the last several years we have
worked a great deal with the people involved; with the leadership
in that area, in attempting to bring greater efficiency and greater
effectiveness to this particular area. But if those cuts are going to
take place, I think that we perhaps need a little time in order to
make the adjustirents; and I think there is no question that those
program cuts will be difficult to deal with. e
_ The third one is one that I think Representative Williams will
probably agree on—sometimes we do not, but this is probably one
area where we will agree. I am genuinely concerned about the area
of budget cuts in the Jigher education area, in loans and Pell
grants, in that area. This does not impact local government; but I
think it -.. . ‘mpact one of our greatest resources in the Nation: I
think it .- .. ©: "i»nal resource, not just a State resource; and, there-
fore, is # - .;mal responsibility: = ... o o

__In Moi cana, for instance, about 20 percent of our students are

receiving some type of aid; either a loan or Pell grant or somethin
of that nature. Some of those are State. As all other States, I think

we are faced with a situation of rising tuition costs: Our tuition has

gone up 20 percent this last biennium. And yet we find we prob-
ably are not any higher than many of our sicter States: == = =
__ What we are systematically doing, I'm afraid, and particularly if
those moneys and loans and so forth are not made available to stu-
dents, that we are perhaps eliminating the middle class from the
opportunity of nigher eduvcation. Certainly I think this would be
devastating to the future uf this Nation. o
I think that from the standpoint of Montana we are prepared to
take our share of the cuts. We are very concerned aboiit the biidget
deficit. We know it has to be resolved. We don’t envy you in your
task, and certairly we are going to cooperate as much as we can in
that process. But I do think those are three particular areas of
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great concern amongst the people in this State and I would hope
that you would give them some consideration as you proceed.
__1 don’t think, quite honestly, that.you can ha in this process
maybe some “sacred cows.” Also; I don’t think you can do across-
the-board type cuts. I think you hare to be selective and I think
you have to look to the future as to what the needs might be for
the State and the Nation. But I don’t think you can set aside great
portions of the budget and say that’s an untouchable, because it is
going to.impact the remainder of the budget too greatly in order to
accomplish the purposes we're all setting out to do; and that is try
toreach a balanced budget. - ..
_. With that, Mr. Chairman; I would »e pleased to answer any ques-
tions that you might have. --- - .

[The prepared statement of Mr. Donaldson follows:]

: PREPARED STATEMENT oF HON. GENE DONALDSON

_ First of all. may I extend my welcome.to the committee and hope tha; their rather
brief stay in Montana will be an_enjoyable one. . ) ) .
. Ido apénreciate the opportunity. to discuss with you the very important issues of
Federal, State and local relationships and how.they may be impacted by the.deci-
sions _that will be.made by your committee and the Congress of the United States.
. Unfortunately, the time allowed for preparation and the complexity of the issies
kave not allowed me to address the issues with the degree of thoroiighness that they
perhaps deserve. ! o ] ] ] ) o -
.. Be that as it may, I would like_to make a few general comments relative to the
Federal budget and its impact on Montana and perhaps. other States as well. It mat-
ters little whether we discuss the President’s proposed budget, the Gramm-Rudman
possibilities or perhaps. variations of the pending Congressional biidget, the bottom
line generally remains the samie. S S o _
- One, it is imperative the Congress and the President seriously address the issiie of
the budget deficit. The trend in budget deficits over the past several years is such
that it cannot be allowed to continiie. The task of servicing the debt is detrimental
to the economic and social well being of the Nation. We hold Congress and the
President equally accountable for the probleitis and eqiially responsible for the solu-
tions, . oo .
. Secondly, any measure, budget proposal or balan'ce'biig'f'et law is going to be pain-
ful and will carry a certain amount of negative political fallont. The. problem has
become. too expanaive to find a perfect.sclution and perhaps even seemingly impossi-
ble to find a workable answer. Nevertheless the budget deficit lsoms as possibly the
most pressing national j:oblem and many of oar personal wishes and desires will
need to be set aside to assure a lasting resolution: S oL
__In your letter of March 7, 1986, Mr. Chairman, you_ indicated a desire.to have tes-
timony that would address the impact of the President’s proposed budget orn the eco-
nomic and fiscal health of the State and local governments: I will attempt to give
you my perception of those impacts but would first wisli to point out that I feel the
proposed_budget reductions are not nearly as significant a factor on State and local
governments as the continual growing budget deficit will be if we refuse to address
it in.a responsible manner. ____ . _ ... ._
__Now to comply with_your specific request as to how such cuts may affect Montana
and our counties; cities; and school districts. el
. Generally, any_cuts of the magnitude suggested in_the President’s _proposals,
Gramm-Rudman-Hollings, or Congressional budget cuts that would be equally effec-
tive in deficit reduction would cause a loss of program or service to Montana and its
local governments. Current economic condition would_dictate that tax increases
could not be implemented to com te
trend in Montana where existi

or at least not encouraging to business expansion. We have seen a loss_of job oppor-
tunities and resulting flat economy which leaves little room for significant tax in-
creases that might replace lost Federal monies. . _ .
__.As a result, Federal cuts would in almost all cases result in a reduction of pro-
grams now offered to Montana citizenry. The effect of such reduction of programs
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» b+ ofiet 10 @ significant degree by an improved cooperative effort and more

G

"ty i the manner in which remaining monies are spent. Often it seems laws,
.. © regulations are written that virtually ignore the-unique problems of a
wl incal government. We are also guilty of this on a State-local government

~
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.

s
rciationship but the prob” m seems to be compounded by our distance from Wash-
ingtori. . - o . S
. Our greatest concerns relative to budget cuts must-come in the area of social serv-
ices. If Medicaid is reduced, we in Montana would by necessity first cut those op-
tional services now offered, but beyond that an actual change in programs would be
rieeded. The whole area of our cotnmitment to the needy would be impacted by
losses in AFDC and even the totally federally funded programs proposed for reduc-
tion woild caiise greater dependence on General Assistance which is currently a
State-local governmental effort. - -
If the Congress deems it necessary to reduce the Federal contribution to these

programs, and I-believe they must,-then -it is imperative that they also reevsiuate
the level of service necessary and affordable: No nne is suggesting that the untortu-

Hate not be cared for but some Federal mandates go beyond the realm of r<ason anc
beyord realistic resources. Tn Montana many of the people paying the bill are sub-
ject to situation that are considerably less than ideal, specifically farmers and
ranchers und small business people faced with economic shortfall. =~
- Of great concern to our agricultural state is the proposed loss of Federal revenue
for.the Extension Service. This is a Federal, State and couuty cooperative project
and has been a significant contributor to rural Montana. As a low population State

we are only one deep in personnel in many of the Extension programs and have

onily one person per-county in 23 of our 56 counties. The proposed cu‘back would

geriously affect the Extension effort, however we are currently exploring ways of
continuing service at a more efficient cost and 1 think we will find success in this
area. - - -- - : T
- Also the issiie of 105 in Gtudent aid fo young people in higher education is a genu-
ine-concern: Nearly 20 percent of our Montana students receive aid in some manner
and with rising costs of tuition and other costs many of our middle class yonng

people may have to forego university training. Citizens education to t

capability is a national treasure and a commitment by the F

necessary if we are to meet the competition of Japan and others that place such a
high priority on education in this high-tech world. I have included in my testimony
a copy of a memorandum from the office of the Commissioner of Higher Education

which relates his concern relative to the attitude of lenders if their earnings are
decreased.
Also of concern of Montana’s is the management of Federal lands which consti-
tute about 30 percent of our landarea.
__In conclusion, we need to address the Federal budget deficit and we recognize it is
going to require some rather painful decisions. However much can be accomplished
if greater flexibility and more realistic standards are applied with compromising the
goals and needs ofallofus. =~~~
Thank you for this time and I extend my best wishes and cooperation in this diffi-
cult task that faces you.

THE MONTANA UNIVERSITY SYSTEM,
Helena. MT.

MEMORANDUM

To: Carrol Krause, Commissioner of Higher Education. -

From:_Ed Nelson, Director, Montana Guaranteed Student Loan Program.

Date: Marci, 10, 1986.— - —- - , e -

Re: Effect of Gramm, Rudman, Hollings as it relates to Student Loans.
- -1. The cost te. the student borrower IS an increase of five-tenths of one percent
(.5%) of crigination fees. This equates to an increased cost of $12.50 per $2,500.00 of
loan amioiint. ) o - -

2. The lenders earnings will decrease by four-tenths of one percent (.4%) on loans
made March 1, 1986 through- September-30,-1986. On a medium sized Montana
lender, this will run approximately $2,500.00 less in-earnings per quarter or
$10,000.00-per year. The loans must be-separately tracked for the quarters in which

they are disbursed plus three (3) additional quarters. If future sequester orders are
issued this wili become a recordkeeping nightmare. -- o
- Even more than loss of earnings, the recordkeeping problem will, in my view,
drive many lenders out of the student loan program.
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_ Last year, October 1, 1984 thirough September 30. 1985, the Montana Program
]guaranteed $33 million in student loans. This represents approximately '6,000
oans.

The CHAIRMAN. Thank you very much. Commissioner McAlear.
STATEMENT OF MARIE McALEAR; COMMISSIONER, MADISO ¥
COUNTY, MT

Ms. McALear. Welcome to Montana: Thank you for asking me to
speak toyou. T

I appreciated the comment that was made by one of you congres-
sional people that this is a partnership. We have money problems
and we need to discuss them. When people demand services that
get too large and complicated for local governments to handle;, we
turn to the State and Federai Governments to handle them. Na-
tional problems need national solutions. When you decide you want
to cut back in these national problems, what happens is that the
localities pay the biil. _ - -
__ Unfortunately; your financial cutback does rot always take with
it the elimination of the laws and regulations that mandate these
services, 1 personally have had to pay for Federal iaws in solid

waste regulations; road standards, welfare rights, building rehab
for_handicapped, court defense, and jail and medical costs. You
write the laws; but you give us the bill. .

__ Now, we support reducing the deficit, and we also believe that
you need to increase your revenues—and you've heard comments
about the tax reform proposal f losing loopholes. It is estab-
lished that $120 billion were not .. u in income taxes by larze cor-

porations last year. This is double the ~2mount of the Gramm-

Rudman cuts for the coming year: ~  __ e
We ask that you restrain spending in all arsas. We are willing to

take our cuts, but we want to see other areas take their cuts; too.

In the last 5 years, local goverument assistance from the Federal

level has been on the decline; while in the Federal budget 18 of the
20 budgeted areas have been on the increase. We already have had

our cuts. We're willing to take more; but onlv our slare: .
I.would like to tell you about some of the i'ederal fiscal programs

with which my county is involved: General revenue sharing, of
course, involves about 5 percent of my budget. I have tried desper-
ately to keep general revenue sharing in a capital improvement
area, but within the last couple of years it has crept into operating
expenses. It will be difficult to wean ourselvas from that: -
Highway funding is most important in Montana. We have miles
and miles of roads. In my county, I have 1,200 miles of roads and
200 miles of Federal and State highways. If that type of funding is
cut back, the county tax base and the population; of which there
are only 5,000 in my county, will have to pay for those. @~
I used my community development block grant to put in a solid
waste management system based on.the very. complicated and so-
phisticated regulations that were written at the Federal level. Lo-

cally, we did not_feel those were necessary, but they were mandat-
ed by you lawmakers. == . S .

When considering the Gramm-Rudman cuts, Montana individ-
uals rank third highest in this Nation for the effects of those cut-

backs: We are taking more than cur share per person.

[V}

~
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. How”are we going to pay for these cutbacks localty‘7 Montana
laws limit what I can levy for tax income. We in Montana do not
have a sales tax, so we do not have th =t avenue of income. I will

an amount that wﬂl decrease the deﬁqt I think 1t 8 wr for you

to stop programs so that you can lower your tax income u .t expect
us-to keep providing those services and raise our taxes to do it.

I ask you to let me do my job. I will consider, and approve and
d1sdpprove locally asked for services and fund them. I ask you to
consider,. a;;iﬁ)rove and disapprove national programs and fund them
at_a national level. .

Thank you for letting me talk _to you,

[The preparsd statement of Ms. McAlear follows:]

Pm:PAm-:D STATEMENT oF MABIE MCALEAR

As a whole, 1 see the President’s. budget proposal as a shift of phnlosophy from a
partnership of Federal, State anid local governments providing services to our
people, to separate levels of government doing their own thing. -

Originally, our govertiments weie set iip to do for oiuir people what vie coulu 0t
do for ouirselves. Areas siich as deferise, transportation, health und welfare, and edu-
cation became 50 developed and compllcated that the National Sovernment began
operating these services.

The huge num of people needmg these services demanded a nationwide strat—
egy. This nationiwide problem needed natioriwide soliitions. Now, we gee ciitbacks in
the funding, which woiild shift nationwide services back to. the. local governments,
biit keeping federally mandated and costly regulationis for the localities to bear in
their tax base. (By marndated regulatioiis, I personally have had to administer golid
waste regulations, road stanidards, welfdare rights, bililding rehabilitation to fit
handicapped standards, and others.)

I think we should keep nationally reg'ulated programs at the Federal level; then
perhaps we can harndle cutbacks to local programs. with .our. local declslonmakmg

I support reducing the Federal budget and the Federal deficit, but not by using
that 10 percenit of the Federal budget which goes to local governmerits. I support
cutbacks at all programs of the Federal Government. Generally I would see three
areas of importance in your deliberations:

.-(1) You will have to increase ™ -Jeral revende sources in order to belence your

budget. - .

(2) Spending restraints in all & rﬂl lessen. the need for more revenues. Bomes-
txespendmg cutbacks have beer -ring since: 1980. I do not think that domestic
cutbacks should be the only ar _acke m your new budget. For example. in _this

booklet, “The US. Budgetin B _.r__ <7.” these charts demonstrate how the plan
is to_use only local assistance . grams ".- ‘balance your expenditures. For instance:

.National defense budget. mcreaaes,lnternanar" nffairs budget increases; General

:lence; space_and technology increases; Agricu. ...« increases; Transporta‘’on_in-

‘reases; Education maintaing; Training_and empioment maintains; Heal:.:_ pro-
rams_increase; Medicare increases; Social Securicy increases; Veterans benefits_in-
QL%SE;,AdanJStj&QQD,Qfﬁllls,t,lce increases; Federsl general government increases;
and interest payments increase.

_The only areas slated for decreases are: energy development, community develop-
ment; and general purpose fiscal ce to local governments. Som ethin - seems
wrong to me. You are trying to cut your expenses (your tax bill) | hifting cosis to
local government;, You tgx bill may go down, but the local tax bills will increase

m B

ed spend' 12
necessities; like roads, sch :
today that this invited gathering of speakers does not include the mumclpal view-
point. The highest percentage of population lives ir. towns and cities, yet they have
the smallest tax base of all with which to continue the federally mandated pro-
grams for which you plan to cut out financial support.
(8) Tax reform, the final area which you are considering, is indeed a
One area which I encourage you to rectify are the corporate tax loopholes, which
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have allowed the eqiivalent of two times the 1987 cutback proposals to be ilact-

ed in taxes. This correction alone could provide enough tax income t¢ -..ve the
Gramm-Rudman mandate.

My local uses of Federal revenue sources in Madison county are: o
_ The Community Development Block Grant, which we used to develop a solid
waste management system at a more sophisticated level than we felt we needed, but
which was mandated by Federal regulations;
__ General Revenue Sharing, which iz about * percent of my total budget. We have
tried to use this money source for cepital improvements, but during the last 2 years
we have been using it for supplies and general office operations;

Payment-in-lieu of taxes;

Community Services Block Grants;

Federal ,High,wgy,aid . . . we have 1,200 miles of ccunty roads, and approximately
200 miles of State and Federal roads in my county. The county portion is supported
by 5,000 people. We need outside financial support to continue the services for
people traveling to and through our county;

Forest service receipts and mineral leasing;

Job Training Partnership;

Low Income Energy Assistance; ==

Agriculture assistance and extension services; .

Disaster relief. I would comment, however, that our use of this last funding source

has been remarkably complicated and unsatisfactory. Two years ago we had a disas-
trous flood, and many of our agricultural people appliad for low interest farm loans
to help them rebuild. That is as far as assistance has come. They have applied; noth-
ing has happened.
__In order for us to continue the activities for which we use these Federal sources of

programs and regulations.
The CHaigMaN. Thank you. -~ .
__Alec Hensen, the Montana League of Cities and Towns. Wel-

come.

STATEMENT OF ALEC HENLEN, MONTANA LEAGUE OF CITIES
) AND TOWNS
Mr. HenseEN: Mr. Chairman and members of the committee, I ap-
preciate this opportunity to discuss general revente sharing on

behalf of the 125 cities and tovwns that are a member of our organi-
zation.

We prepared a treatise on the issue of revenue sharing yesterday
in_the office, and I summarize that. So what you're going to get

today is a synopsis of that summary. But I do want to reiterate
what the people from Washington and Idaho said.

__Federal revenue sharing is critically. important to. the State of

Montana, particularly to the cities and towns. The cities and towns

of this State received about $7 million in Federal revenue sharing
money last year. Now, I know_that doesn’t sound like 2 lot of

money, particularly when you deal with the numbers that come
across your desk every day in Washington. But $7 million to the

cities and towns of Montana is more thau 15 percent of total mu-
nicipal property tax collections in 1985. If thrt money is gone,

we're going to have a tough time making up 15 percent.:

__I think we've got two ways of doing it. We can reduce spending

or we can raise property taxc :. I don’t think either of these alter-
natives at this time is practical, workable, or acceptable. We have
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in the cities and towns in Montana increased our budgets over the
last 10 years at a rate which is_one-third the rate of inflation.
We’re losing the race with inflation in municipal government in

the State of Montana by 67 percent. There is no place in most of
those biidgets for additional cuts without getting into programs
that people nced and deserve: S o
__On the other hand, if we are required to increase property taxes
15 percent to compensate for the loss of Federal revenue sharing,
I'm not sure we won't have a revolt on our hands. Montana has

amoug the highest property taxes in the United States. We have

tried and have done everything that we could. We have not been
able to keep the tax rutes down. They are high compared with
other States. How are we going to go tc people in the State of Mon-
tana and ask them to pay more property taxes to make up for the
loss of Federal revenue sharing? S R

i would hope that this committee and the Congress could find a
way in the entire context of the Federal budget—and I understand
the tremendous pressure to reduce the deficit—but I would hope,
on behalf of the cities and towns in Montana; and the people that
live there, and all across this country, that there is a way to main-

tain Federal reven.e sharing because it’s a program that works. It
does the job and delivers the servizes, I think as efficiently and as

economically as possible. Thank you: = _ .

__The CHA:rMAN. Thank you very much. I want to thank the wit-
nesses for their testimony. . S
I am going to submit in writing to you some questions that I

would like each of you to respond to. I won’t do it now because of
the limitation of time. But you have been very,; very pointed and

very clear with regard to your testimony.

Mr. Weber.

Mr. WeBER. I will follow the chairman’s good example.
The CHAIRMAN. Mr. Williams. = = __ . L
- vir. WiLuiame, Just to say thanks to Mr. Donaldson, Ms. Mc-

Alear, and Mr. Hensen forr coming here and giving the members of
this committee a clear Montana vantage point view on th: difficul-
tics that will happen_here if we slash spending upon which Mon-
tuna cities, towns and counties have relied. The message from you
and the other witnesses; both Montanans and non-Mo “‘anans, has

been very clear and I appreciate your being here with 5.

The CHAIFMAN. Mr. Derrick :rom South €arolinz; S
Mr. Derrick. I add my thanks to vou for being her, and thank

you for your very interesting and thoughtful testimony. I look for-
ward to maybe giving you some questions in writing at a later date,
if that won!:! “e OK. Thank you: . ..

The CHA1xMAN. Mr. Lowry from Washington. = = -

Mr. Lowry. Well, Mr. Chairman, it was excellent testimony. I
appreciate it. = = - . . L

The CHAIRMAN. Mr. Fazio, the gentleman from California.
__Mr. Fazio. Thank you, Mr. Chairman. I would simply like to
thank these witnesses and-all the others who have come before s
today, and our host; Pat Williams, for bringing us out here: It has
been a very beneficialday. @

The CuAlRMAN. Mr. Wolpe of Michigan.

"
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Mr. Worre: Thank you; Mr: Chairman: 1; too; have been very im-
pressed by the quality of the testimony. I was simply struck by the
similiarity of the people in this part of the country and that of my

own State of Michigan. Thank you very much.
The CHAIRMAN. Let me again thank this final panel for their tes-

timony, More = mportantly; let me thank all of the witnesses who

hav. appeared before the House Budget Committee as we have

held field hearings for the second time this year; as we look at the
1987 budget.

1 want to thank all of them for their testimony. I think clearly,
we are leaving with a better view of how the Federal budget im-
pacts upon the citizens of this great State of Montana. Even behind

that; how it impacts upon those in the region; how it affects power;
electnc1ty and industrial growth, how it affects the educational

needs of this State has been clearly pomted out At least thrs

body else FlnalLy, Iihear you saying there are some spemal needs

in power, some spemal needs in agriculture; some special needs in

country
This testimony will become. a part of our record. As we begm to
fashion an alternative budget to that which was defeated yester-

day, the Presidert’s budget, we will take into consideration these
things that you have shared with us. You are good citiz: 15, not
simply of Montana, but that which joins all of us together, --nether
we are from Montana, Washington, North or South Dakota; or
Pennsylvama, New York Florida, Texas, Alabzma, M1551581pp1, we
are Americans.

Thank you. This hearing standsfad_]ourned

[The following additicnal material was submitted for the reccrc:-)

PREPARED ::TATEMENT OF JOHN BUn?;LoHorm; PHFSIDENT; NORTHERN CHEv! - 7+
TRIBE

—My name is John Buﬁ'alohorn I was recently elected as the President of inié

Northern Cheyenne Tribe.

This position statement is sbmewhat general in nature. I d)d net have an opportu-
nity to disuss the statement with the tribal council due to the lack of time.
_ Even though ‘specifi formation is lacking at this time, the austerity of the re-
ductions in Federal funding have already hed a profound and adverse economic and
social impact on my Cheyenne people. Some examples are: a

(1) Our patients who depend vpcrn the kidney dialysis machines will_have to be
transported to Billings, Montana from the reservations; a distance of 105 miles one
way. We presently have dialysis machines in Lame. Deer; but with_the anticipated
budget cuts, we will rio longer provide the service. The long journey to Billings, on
the. average of three times a week for each patient; is very hard on the patients. The
patients dread the long trip to Billings. Somie are discouraged and do not want to
make the long trips.

- (2) The unemploymeut rate is mcreasmg rapxdly Although I do fiot kiiow thie sta-
tistics, it is very obvious that many more-people are out of work. College graduates
and some of our people who have acquired specialized training are unemployed. The

unemployment rate has a severe social adverse impact on our people. Idleness per-
petuates the use of alcohol and drugs.
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_ (3) Financial aid to the students is being rediiced. Some. of the students will not

graduate because of the budget ciits. We contiiiiie to emphasize the need for good
quality edocation and yet our finarncial assistance to the students is being reduced.

(4) The Elderly Food Programi is being affected adversely; our elders are only re-
ceiving ore meal a day and the giality of food is minimal. N o

(5)hWé will not be able to finance our summer recreational programs for our
youth. . __ - o )

(6) The Housing Program. for our low-income people will suffer greatly.
.- These are jiist-a few of the programs that are going to suffer most severely from
the budget cuts..We caiiniot tolerate further budget ;ggugtiqu. Our access to the pri-
vate sector is almost nonexistent. The proposed five percent reduction will create
more hardships that we cannot cope with. -
- Hororable Pat Williams, on behalf of the Cheyenne pcople, I am asking for your
full support is keeping our programs .in operation and for your help to find in-
creased fiinding to improve our economic situation. =~~~

I appreciate the opportunity to submit this brief position statement.

PREPARED STATEMENT OF JiM PBELL, COMMISSIONER; Lewis aND CLARK COUNTY
AND URBAN RE!'RESEN VE; MONTANA ASSOCIATION OF COUNTIES
___As the MACo (Montana Association of Couiities) Urban Represeritative I would
like to_present: to you the findings of our short survey. The 8iX largest counties in
Montana participated in this survey. Thie county commissioners who.responded rep-
resent a_majority of the people who live in the State of Motitana. This survey con-
cluded that the Federal deficit must be reduced. That was the easy question.- How it
should be reduced generated a lively respensc. .All biit orie. cournty- commissioner
apreed that spending must be cut. The majority strongly uirged reduction in military
spending with some reduction in foreign aid and oiily one cominissiofier felt that a
balanced budget could come at the expense of domestic programs. -
__ As for increasrd revenue; almiost il ¢ ers felt that there was a need to
increase taxes to help reduce the Federal deficit. The majority of the commissioners
indicated that corporate income taxes should be increased and that the personal
income tax structure should be looked at to increase revenue. In short, we want the
Federal deficit reduced: vith a majority of the reduction to come from military and
foreign aid; and with Goveriilent reveniie ificreased through corporate income
taxes and to a lesser extent personal income taxes. - - o
- You may say we don’t understand the complexity 6f—iﬂilité{}§r£icpéﬁdj§@xjé§ or the
vital role foreign aid plays to Mmaintain a dominait role for U.S. interests in world
affairs. You are correct. We don’t. But,-as county-commissioners we certainly do
know about saicides, homicides, and birth defects. We know about redents, mosqui-
toes, and weeds. We know about rape, jails, and nursing homes. We know about
rickets, German. measles, and AIDS. We know -about dust, potholés, and unsafe
public facilities. We know about child abuse and elder abuse. - - - -
.. We also_know about the. Fair Labor Standards Act, Federal -jail standards, and
Execative Order 11246. And we know about well-riun programs that offer our people
decent housing, good trangportaticn systems to move people and products, and we
know the beriefits of a healtliy eécr~~my and-a healthy environment. We work daily
with public safety, public wa~- . ic health, parks and recreation, housing and
community deve'.pmient, ¢ 5. - a an I I !

B, - a and natural resources. They all take money.
What we need 1~ a.--ouisive beueral fiscal poliey - thai- acts in partnership with
local officials to . . .ach community-in these Uni‘ed States a liveable place for
you, yeur family . . .. iriends to live, work and die.

PREPARED STATEMENT OF THE: MONTANA WHEAT RESEARCH AND MARKETING

CoMMITTEE, PRESENTED BY WILLIAM BRINKEL; JR.; CHAIRMAN
__The Montana Wheat Research and Mar::eting Committes is an official agericy of

the state of Montana; represents approximately 18,000 voluntary farmier members;
and is involved primarily in research anid marketing activities related to wheat and
barley. This agency_ is directed by seven commissioners—all active grain-producers
who are appointed by the Gevernor They are fixed with the responsibility of pro-
motin3 programs to_enhance the value of grain in Montana and fund numerois pro-
grams annually to that end. I S o
The _administration’s budget. proposal for -fiscal yeatr -1987 threatenis- the ky
market development programs for 67 cooperator organizations. If i.is budget wer.
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to be adopted; funding for. the Foreign Agricaltaral Service Cooperator Programs
would be effectively cut by 50 pcreent. - o
__for wheat, corn barley and sorghum, this recommiendation would have a dramati-
cally negative impact on_ U.S. iVheat Associates, Inc. and the U.S. Feed Grains
Council. These two organizations are the vanguards of cooperator programs. For a
quarter of a century, through groups such as these, farmers, with their check-off
dollars, have joined with government to build foreign markets for U.S. agricultural
production. And, the success of this joint effort has been outstanding. . . L

A ciut in funding of the magniti ng suggested by the administration wouald
result in a scramble by the State commission s such._as ours to make up the shortfall
by increasing producer funding of overseas activities. But; even the least pragmatic
amony us realizes that it would be impossible to completely offset the loss of FAS
funding. The result would; then; be to reduce the international effort; cut foreign
offices; reduce staff; curtail programs. In effect, severely handicapping efforts that

have been. carefully developed for many years. - - -
__Ang; this couldn’t happen at a worse ti nie. After years of struggle in the 1980,

the U.S. farmer is rapidly coming ifito a position -in v-hich he can be, once_more;

price-competitive with his foreign competition and i5 in a position to win back 2
major. portion of the market share which he lost in the last three years, But; what
does it _imean to be competitive if therc are no rkets to absorb the product? Wiiat
kind of signal-are-we sending to *he competition—countrier wch as Canada znd
Australid, as th~y begin to imitate the United States with their own market devel-
opment activit’ 7 At the same time are we pulling away from doing what we have
always done best, they will be moving forward. _

_The United States Congress through the Food Secarity Act of 1985 gave a clear
mandate to increasing the export competitiveness of U.S. agricultiral products. For
this reason; loan rates for mcjor commiodities were cut drastically and additional
authorilies were provided in the bill for enlianced export credit facilities and other
. rograms designer: to improve American competitiveness.- e
The Congress, in another section of the bill, signaled its intent to maintain a
viable governiment/ private overseds market development iqmgx . Section 1128
states, 1t is the.sense of Congress that the cooperator market development program
of the Foreign Agricultural Servi should be continued to_help develop new inar-
kets and expaid and maintain existing markets for United States agricultural com-
modities, using wonprofit agricultural tiade associations to the maximum extent
practicable.” . o S e
. When the U.S. b-lence of trade deficit has reached record highs and when U.S.
agriculture is reeling from overproduction and sharo declines in exrorts, it is-the
time to expand our commitment to market developineiit and not to cut our ~
by half. We wish to call on the administration and the Congress- to reco-
vital importance of exports to the cgriciiltural community and to the count
storing the FAS cooperator funditig to $51.1 million (349.1 million fiscal
level plus $2 miillioni of expansiot.)

[Whereupon,; at 11:08 a.mn.; the committee adjourned:]




ECONOMIC AND FISCAL (%725 i JNS IN PURAL
AMERI:- &

FRIDAY, MARCH 71, ,..8

HoUSE oF R&PRLSENTATIVES;
CoMMITTEE ON THE BUDGET,
B o B - Worthington; MN.
The. committee met, pursuant to notice, at 2:35 p.m.; in the Me-
morial Auditorium; Worthington, MN, Hon: William H. Gray III
(chairman of the committee) presiding. @~
The CHAIRMAN. The committee will now come to order: .

. Thank you, Mr. Mayor. Gucd afternoon, ladies and gentlemen. It

is a pleasure for the Budget Committee of the House of Representa-
tives to be in Worthington, MN, today. As chairman, I want to wel-
come Hon. Jim Nichols; the State commissioner of agriculture; and

the other distinguished citizens of Minnesota who will be present-
ing testimoiy to us.

. Joining me today. are Congressman Vin Weber, who invited vs to
Worthington, and fcur other members of the House Budget Com-
mittee: They are: Congressman Mike Lowry of the State of Wash-
ington; Congressman Butler Derrick of South Carolina; Congress-
man. Howard Wolpe ~f Michigan; and Congressmaa Vic Fazio of

California. In additi -.;; sitling with us is Congressman Tim Penny
of the ueighboring First District of Minnesota. [Applause.]

__Congressman Peuny sits on the Agriculture; Veterans’ Affairs,
and Education and Labor Comiittees of the Hoiise of Representa-
tives. . o . oo
_.This hearing is the seventh in a series of Zield hearings held in
different regions of the country. These field hearings have given
the committee an opportunity to hear the comments of a broad

range of witnesses on the 1987 Federal budget:

_Our hearing this afternoon will focus on the ecoriomic condition

of agriculture and the impact of the bmdget proposals on rural
America. You, the citizens of Worthington and southern Minneso-
ta, know all too well the condition of agriculture: Farm income con-
tinues to stagnate. In 1985 the total net farm income, adjusted for
inflation, was $12 billion. The USDA estimates that net real farm
income wil! fall to $10 billion this year. If that occurs, 1986 will be
the secor1 poorest year for farm income during the 1976°s and the
1980’s: 2n 1983 we had the worst year, with net real farm income of
only $7 billion. = o

Farm exports also continue to-decline. In 1985, farm exports
were $31.2 billion, a 29-percent decline from the record year of

1981, when our Nation exported $43:8 billion of farm commodities.
87
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The USDA projects another decline in exports in 1986 down to $29
billion. I believe these export declines reflect the impact of record
Federal deficits «ver the last 5 years which have contributed to an
overvalued dollar.

_ Against “his_backdrop; Congress will have to consider proposals
that reduce Péederal programs assisting agricilture and rural
America by $7:2 billion; or 20:5 percent below the current pol:icy
level. Among them are proposals to phase out REA loans, to elimi-
nate Farn:.:s Home rural housing loans; to terminate rural water
and waste disposal grants; to privatize Federal crop insurance, and
to reduce the USDA Extension Service by 57 percent below the cur-
rent 1986 level. .~ .
 However, the State of Minnesota is not interested in rural pro-
grams alone. Minnesota’s citizens are also concerned about ‘Medi-
care, student loans, vocational training, law enforcement assist-
ance; aid to education; and the national defense.
~ All of us warnt to reduce the large deficits projected for the next
few years. Deficits of $200 billion threaten the stability of our econ-
omy and affect the ability of all Americans to achieve many of
their personal goals. We are also committed to maintaining a
strong national defense and good international relations. The. ques-
tion is how we do go about achieving these diverse goals within the
limits of the nationaldebt. = .. - - - .

. The witnesses today can help us determine which budget prior-
ities will allow rural Amarica, as well as cities and individual fami-
lies, to achieve and mzauntain the fiscal strength and the individual
independence required to sustain a strong national recovery.
~ This is your hearing. We are here in Worthington to learn your
priorities and your views o how to deal with the Federal deficit.
Uniortunately, we cannot stay for several days like we would like
to: Therefore; we Lave had to be selective in putting together the
witiiesses. However, anyone who would like to submit to s your
testimony; your views on the budget; and the choices we ougiit tc

make as we try to deal with deficit reductior:, we urge you to do =o.

If you will submit your written testimony within the next 5 work-
ing days, it will zc into the official record of these procerdings..

_ At this time_I would like to recognize a member of the House
Budget Committee, the distinguished Congressman from this
regivn; Congressman Weber. He ias a few cvening remarks oefore
we turn to our first witiess,

 Mr. Weger. Thank you; Mr: Chairman. I will try to be brief be-
cause we-arelate. =~ - - -

I would like tc thank everybcly ou the committie for being here
today; and I especially want to tiiark the ma:y penple who have
come here to show the committee how importz2t cur work is to
what goes on in rural America and how seiious the crisis is that
we face in rural America.

Let me say that we came from Helena, MT this morning, where
we heard testimony from that part of the country--some of it also

relating to agricultule. It has been a real pleasure for me traveling
and, evei though I'm the only Republican in this seven-man dele-
gation that’s been flying around over the weekend, I did ask the
chairmin why they hal only = parachutes. But he ~~sured me
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that was a Gramm-Rudman cut and not anything political. [Laugh-
tei‘.17 o o - - S o - N [
Let me say, Mr. Chairman, that the witnesses that we're going to

hear today are going to be able to speak better than any of us on
this committee could. But the committee should know that you are
today in the very heart of American agriculture and the very heart
of the American agricultural crisis. We nave had eight bank fail-
ures in this congressional district, and in_this part of the State of
Minnesota land values have fallen: 60 to 70 percent and continue to
decline. Prices have been depressed for several years and farm
bankruptcies are at record levels. =~ L -
_ Yesterday the Congress of the United States voted down Pr..:i-
dent Reagan’s budget. That is now behind us. Now we face an e &

more ominous cloud on the horizon, and that is the cloud of ihc
automatic, ac.oss-the-board budget cuts of Gramm-Rudman that
will go into_effect if our committe~ does not find an aliernative

means of reduciiig the deficit t» ' .¢ ~*]lion. . S -
Everybody in agriculture unc . - . s and Supports the need to
reduce the budget deficit becav. - - * v-. at it does to interest rates

and the strength of the dollar .« :!.: effect that has on agricul-

.. ;.le that will make clear that

ture. But we will hear today fro. - :

those burget cuts cannot come at ..ic expense of the programs that
are vital for the survival of our way of life in the upper Midwest.
- Again, Mr. Chairman, | want to thank you for coming to the
Second District of Minnesota. I want to. thank.my colleagues for
Joining me, and  look forward to the testimony from our witnesses:
[The prepared statement of Mr. Weber follows:]
OPENING STATEMENT oF HoN. ViN WEBER
_ I'd like to.thank the mémibers of the Budget Committee, especially Chairman Bill
Gray, for attending this. important hearing. Being here today reflects your concern
for rural Amierica and the problems it faces. I know this hearing will provide all of
us with important insights as we work on the 1987 buf et. -
. As Federal deficits have continued to mount, the Budget Committee has moved to
the center of .congressional action. This year, as we work to reduce the deficit to
$144 billion, the Budget Committee will be facing extremely important—and ex-
tremely difficult—decisions, =~ e

(At the same time that Congress must deal with the deficit; rural America desper-
ately rieeds effective Federal policies. A flood of econom.c problems have devastated
the agricultural economy. Land values are plummeting. Commodity prices ire far
below the cost of production. Farmers are_trapped under an unmanageable debt
biirderi. All-of the_2 factors stand as signposts of the gravest economic crisis since
the Depression. - . O e R R )

- Resporiding to the dssperate needs of the agricultural economy—withiz the
budget constraints we face—poses a great challenge. This_ hearing will pinpoint
some of the greatest needs and indicate where the best solutions lie. -

-Our panels reflect a broad spectrum of agricultural leaders. Panel one is a gener-
al overview of the agricultural gcgnomy,i%; witnesses on this_panel include Agri-
culture Commissioner Jim Nichols; recognized as an_influential voice for farmsrs
not-only in this state but also around the country. Other members of the panel ifi-
clude leaders from farm organizations and an economist from the University of
Minnesota. o e ,

- The second panel, made up of “oth_agricultural lenders and borrowers, focises o
the credit needs of rural America, The third panel looks st some critical prograiis
for our part of the country, including the Minnesota Extension Service, rural elac-
tric coops, and Farmers Home Administration. - . - . . _ . R

. Yesterday, the House voted on President Reagan’s budget. I joined the vast major-
ity of :'.c House in voting against that budget and the propcsals it incliided.. It is
clear th~ this budget does not reflect the priorities of Congress. The challenge

R %Y
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before us now is to build our own budget, and our gos ' .e to establish prior-
ities that recognize the importance of the programs we i . -+ un toda

__We know for certain that Congress will not adopt the President’s budget. Howev-
er;_another possitility looms that be just as disastrous to rural Am as the

President'’s proposals: the automatic cuts of Gramm-Rindman that take effect only if
Congress fails to enact an effective budget.
_ _The automatic cuts of Gramm-Rudraan will hit rural America just as hard—and
harder in some cases—than the proposals in the President’s_budget. That’s what
awaits us_if we don’t make the decisions curselves. If; for instance; we had to slash
the deficit by $40 billion throogh automatic reductions; programs that are vital
raral America would take a stiff 16 percentcot. . __ -

For example, funding for deficiency payments, crop loans;, and milk purchases
would be cut to well below the level in the Presiient’s budget. As another example,
the administration calls for anacceptable reductions in REA; and the antomatic cuts
would be equally as severe. From the Farmers. Home Administration to_the Agricul-
tural Extension Service; key programs for rural Americh wonld face *-2p and indis-
criminate reductions if we allow the automatic cuts to kick in ¥/ not enacting an
effective budget ourselves. . ol

That reality makes this héaring,today,,even more important. 7 here are intelligent
and effective ways to reduce the deficit. To avoid mindless cuts Congress m:st estab-
lish firm priorities in federal policy, leading to a budget that funds critical programs
and eliminates unjuastifiable spending.. .. . ... .. _____ . .

Arn important part of this process is the need. for cooperation between Democrats
arid Republicans. I am encouraged by the openness my Democratic colleagues have
shown in attending this hearing in Worthington: As we gc back to Washington and
take up our work on the budget again; I hope a spirit of bipartisanship will prevail
If we don’t begin to work together now; the resuiting stalemate will lead to disaster.
. Siiccess in meeting this challenge depends on congressional initiative. If Congress
takes action, we can reduace the deficit intelligently and effectively. If Congress fails
to act, we will get disastrous policies by default. Congr=ss must not fail to act. I
hope this hearing will be.an important step, as those of us on the Budget Committze
work to establish a bipartis:;; ~onsensus on the budgt:

The CHAIRMAN. Thank you, Congressian Weber.

_ Before we begin with our testimony; I would like to urge all of

the witnesses to summarize your testimony in 5 m’nutes. This will
allow us to proceed with indepth questioning and have an opportu-

nity to raise many issues with you. We have your full testimony

which will be entered into the record in its entirety. Therefore, if

those witnesses who are waiting to appear before us would please

review your _testimony so that you can summarize it. Thus; it

would allow for greater questioning by the members of the commit-
The first panel that we will hear will be Eugene Paul, legislative

coordinator; Minnesota National Farmers Organization; Meriyn Lo-
kensgard, the president of the Minnesota Farm Burzau Federation;

and an agricultural economist from the University of Minnesota,
Dr. Michael Boehlje. They will be giving a general agricultural
overview. - o : . ,

~ We welcome you gentlemen to this hearing and i urge you to
begin in the order you were called. Please proceed in summarizing
your testimony.

STATEMENT OF EUGENE F. PAUL, LEGISLATIVE COORDINATOR,

~ MINNESOTA NATIONAL FARMERS ORGANIZATION
__Mr. Paut. Mr. Chairman, members of the committee, Congress-

man Penny: I am Gene Paul;, representing the Minnesota National
Farmers Organization.

_ _First of all let me thani you for taking the time to coms to rural
Minnesota to hear first hand an account of the situation which
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exists in these areas today. I extend a special thaiks to Congress-
man Weber for arranging this hearing. - -

I am confident that many facts and figures will be presented to
you today which will reflect the seriousness of the situation: I urge
you to study those facts that will be presented, and I trust your de-
cisions will be based ow a clear understanding of the ramifications
of that decision: e . ,
__Rather than repeat many of the numbers, I will take my time to
focus on two particular reasons why it is important not only for
farmers but also for ¢ Jnsumers, people in the cities, and, indeed, all
Americans, to fund the credit programs which will make it possible
to maintain strong rural communities: : - o
- The ~voblem which exists today is not jiist nuinbers of farmers,

dollars of debt, or bushels of production. It involves f od and it in-
volves people. First of all, let’s deal with the food issiie.

A transition is taking place across rural America, and those

people w: » are facing financial stress are the individual owner/op-
erator farmers. These are the farmers who have provided this
country with an abundant supply of reasonably priced food: As

these farmers find themselves in a situation where they can no

longer obtain_credit, they are losing control of ti : ownership of

land and; as that trend is allowed to continue, the . #nership of the
land will fall into fewer and fewer hands. Whoeve: owns the land

controls the supply of food. @~ ===
__Those who do¢ 1ot view the present situation wii alarm seem to
conclude that our.present farming system will ¢. replaced with
some sort of desirable industrial agriculture: Th: ' definition has as
many variations as there are. people considerirg .. The evidence at
hand in the case of broiler production and cattlc :ueding clearly in-
dicates, however, that very large corporate f-rming operations
have little regard for public welfare. With hursor in our. cities a
growing precblem, with a rapidly growing elderly population; and
with a good number of our scliool age children r.ow living in pover-
ty, what happens if our past system of easy z.zess to an abundance
of food is replaced with a system centrally. operated purely for
profit and based on ¢ controlled supply, with no access to abun-
dance f  society’s needs? In addition, we only need look to our
neighbers in Central and Sout: America to understand what hap-
pens waor land is owned by a few. So our American citizens need
w &ei rhemselves, Who do I want to control tlie supply ~f food in
the future? _ . - - o

__The second issue, of course, is pzople. In this fifth year of declin-
ing net farm income, we are now concerned about the survival of
the balance of producers who rely primarily on farming and ranch-
ing for their family income. These families who live there care for

the land and support the rural businesses in their communities.

The:: consist of husbands. wives, and children who want to make a

living and want to suppo _ ‘nemselves and their farms. They want
to send their children to the local schools, they want to attend the
local churches, and the; want to support the businessmen in their
neighboring towns. If .hey do not receive the credit holp they need
this spring, they will not just disappear; they will seek employment
and compete for jobs in our cities where unemployment is already
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high. If they ¢ @ unsuccessful, they will find themselves on the wel-
fare rolls. ) B . , .
- The point . ¢ . inaking is this: Scciety and our economy will
have to deal with these people at one time or another; in one fash-
ion or another. It would be far better to keep them employed and
supporting ihemseives on their farms. If not; we will have the
ripple effzct of rural townspeople following them to the cities.
__In suinmary, I believe there are two issues we have to deal with.

supply; and what is the best way to deal with and help the people
involved? .~~~

In closing; let me say that credit alone is not the answer. Farm-
ers must have a price which will enable them to retire debt, pay
operating costs; and support their fumilies. We will continue to
work for the enactment of good, sound farm legislation, but the Na-

tional Farmers Organization believes that ultimately it is the right
and responsibility of farmers to join toge'her in the marketing of
their production so that fair farm pricer ~an be negotiated in the
marketplace. =~ S

_In that regard, let me just "'d that w+ have seen 2 good example
of this just recently when * ' 'inne ‘itz Farmers Union and the
National Farmers Organiz: sarted z joiuat. iivestock marketing
program. We believe this progrs.c will be highly successful, and we
believe that if farmers are not v/illiiig to help themselves; we have
no right to ask anyone else for help, either.
. We urge you to approve the money that is needed to make long-
term credit available to our farmers, with the opportunity to re-
structure debt. This will buy us time; as we believe tke farm econo-
my can be turned aroiind. When that occurs, we woild like to

think that those who will control the iand and the small businesses
in rural America will be people with longstanding interest in those
communities. We built those communities, we want to keep them,
and we think it is in the country’s best interest todoso. =~

Mr. Chairman; again I thank you and the members of the com-
mittee for this opportunity to present our views. Congressmar
Weber; I thank you again for your efforts in making this hearing
possible. .~ ..

[The preparzd statement of Mr. Paul follows:]

. PREPARED STATEMENT OF EUGENE F. PauL
_. Mr. Chairman and members of the committes; first let me thank you for. taking
the time to come to rural Minnesota to I»a:1; {irst hand an_account of the situation
whick exists_in rural areas tnday. I extend a srecial thanks to Congressman Weber
for,arrangingthis,heari:?; LTl
__As a pereen who is in daily communication with farmers and business people who
deal with farmers, not only in Minnesota; but the surrounding States as well; I am
here with some understanding of the crisis which doesexist. ... - ___ - _ o
__1 am_confident that many facts a«id figures wili be presented to you today which
will reflect the seriousness of the situation. I urge yon to study the facts presented
and trust your decisions will be based on & clear understanding of the ramifications

ofthat decision. . ___ _ __ . _ . . ... ...
__Rather than repeat many uf the “numbers” I will take my alloted tiine t-- {ocus

on two particular reasens whiy it is important, not only for farmer e
sumers, people in the cities and, indeed; all Americuns 1o fand 3

which will make it. possible to maint...n strong rural communities.
_. The_problem vhich exists is net just numbers of farmeis. dollar-
els of production; it involves food and people.

Ve
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Flrst of all, iet us deal with the food issue. A transition is taking place across the
id-

rural Amenca, in that those people whn are facing financial stress are the in
ual owner—operator farmers. These are the farmers who have provided this country

with_an a*undant supply of reasonably priced food. As these farmers find them-
selves ina sxtuatlon where they can no longer obtain credit, they are losmg control
the

supply of food. Th ho do not view the preéent tuation wit arm . seemftggqng
clude that our present farmi

,,,,,,,,,,, n&system will be replaced with a desirable “industrial
agriculture.” That definition or interpretation has as many variations as there are
people_considering it. Truth is, we simply do_pot_know _what _structure or_mode of
operation will follow. The evidence at hand in the case of broiler production and
cattle feeding clearly_indicates, however; that very large corporate farming oper-
ations have little regard fguhe public welfare.__ _____

_We_do_know._that_our_present. societies. needs involve a_ contmumg access to an
abundance of food beyond that normally purchased by the consuming public. Caring
for our elderly; meeting the needs of the impoverished and long-term unemployed,
and providing a diet supplement for needy children. in school, are but a rew.

_With lunger in our cities a growing problem, with a rapidly growing elderly pop-

ulation, with more than 20 percent of our school-aged childrern now living in. pover-
ty, what happens if our past systemn of easy access to an abundarice of food is. re-
placed with a system centrally operated purely for profit and based on controlled
supply, with no access to abundarice for societies needs? __
. In addition, we only need t6 look to our neighbors in Cetitral and Scith America
to iinderstaiid what happens when land is owned by a few. And so Amnierican citi-
zens need to ask themselves, who do I want to control the supply of food in.the
future? We have seen what happens to the cost when a few control any commodlty,
do-we want oiir food supply placed in.that situation?.-

_I question if we can. produce the big grain crops, hvestock and mllk at pnces the

and the use of hired l&bor

- The second issue of course; is people In this fifth year- of declmmg ngt}“grm
income we are now concerned about the survival of the balance of producers who

rely fpnmanly on farming and ranching for their family income. These units and

the families who live there, care for the land, and support the rural businesses in

g
__If they do not receive the credit help they need, they will not just disappear. They
will seek employment and compete for jobs in our overcrowded cities where unem-
ployment is_already high. It they are unsuccessful _they will find themselves on the
welfare rolls. The point I am makmg is_this; SQCIEty and the economy will have to

deal with these people at one time or another in one fashion or another. It would be
far better to keep them_employed and supporting themselves_on their farms. If not
we will also have the ripple effect of rural town people following them to the cities.

In summary, I believe the two issues we have to deal with and are really the gut
issues we are facing are these; who do we want to control the land and ultimately
oulr fgcd supply? And, what is the best way to deal with and help the people in-
volve

In closing let. me say that credit alone is not the answer. Farmers must have a
price which will enable them to retire debt, pay operating costs and.suppcrt their
fa nilies. We will continue to work for the enactment of good, sound farm legisla-

and- responsxblhty of. farmers to join together in the marketing of their. production
so that fair farim prices can be negotiated in the marketplace. Certainly, if we as
farmers are not willing to help oiirselves, we have no right to ask others for help.
—I urge you to approve the money needed to make credit available to oiir farmers.
This will buy us time as we believe this farm economy can be turned around.
When that -occurs, we would like to think that those who will control the lé'rid
and the small businesses in-rural America, will be people with longstanding inter-
ests in these communities. We have little faith in a total system based iipon absen-
tee ownership and a large floating-tenant population whose commitments can only
be of a short term nature. Most of our ancestors came here to get away from the
system. As an organization, we resent that old system following us here and now

destroying the very communities that are such an important part of America. We
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gﬁiit them—we want to keep them—and we think it is in the country’s interest to
Mr. Chairman, again we thank you and the members of this committee for the
opportunity to present our views.
The CHAIRMAN, Mr. Lokensgard.

STATEMENT OF MERLYN LOKENSGARD, PRESIDENT, MINNESOTA
o FARM BUREAU FEDERATION

__ Mr. LokeNsGARD. Thank you;, Mr. Chairman, and members of the

committee, Congressman Weber. -

I serve as _president of the Minnesota Farm Bureau and I'm a

member of the American Farm Bureau Board of Directors. I farm
near St. Peter, MI, where I raise cash crops and livestock. I really

appreciate this opportunity to share the farm bureau’s views this
afternoon. "~

. In our view, deficit spending by the U.S. Goverament has coin-
tributed significantly to the problems facing agriculture today.
Government borrowing has resulted in high interest rates for_all
Americans, rates that have been crippling to many farmers. Deficit
spending_ has also contributed to the high valustion of the U:S:
dollar. relative to foreign currencies, really making our farm com-
modities about as expensive as twice as much as a few years ago:
With the tremendous capacity of American farmers to produce;
which is mucl: more than just our domestic need, we need healthy
export markets to make agriculture profitable. =~ =00
__The farm bureau was urging responsible congressional action on
the growing Federal deficit long before it became popula:. Swift re-
gponsible action in dealing with it is a top priority for us this year:
Our answer to addressing the deficit is based on three parts: =~
__First, we need a fair reduction in Federal spending on all Gov-
ernment programs. Second, we should place a 8-year freeze on cost-
of-living adjustments for all Federal entitlement programs. Third;
Congress should enact a constitutional amendment requiring a bal-
anced Federal budget.

_ The farm bureau supports the concept of reduced spending, but
the Gramm-Rudman-Hollings legislation fails to address the most

urgent budget crisis, that of the continued growth of Federal enti-
tlement programs. Most of these entitlements are protected by

gramm-Rudman. We believe that agriculture’s shar> in those
spending cuts, which amounts to $1.3 billion, represents about 22
pﬁrcent of our total domestic cuts and it is a disproportionate
share. L

_If the Court rulings do not come out and say that Gramm-

Rudman is unconstitutional, the farm bureau will ask Congress to

amend the law to make cuts truly across the board; with no excep-
tions except interest payments on the national debt. The best way

for Congress to balance the budget is by reducing the growth ir
Federal spending and avoid an increase in taxes. The farm bureau
will support spending cuts for agriculture; as long as those cuts are
made across the board and agriculture programs do not take a dis-
proportionate share of theeuts. .. . = . _ . ]

You- have my testimony so I will try to skip in the essence of
time. I wanted to have a statement on the President’s budget, but
since that did not pass, we’ll skip over it.
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We urge that Congress impose a spending freeze rather than
mandating reductions in extension; conservation; and other activi-
ties that have a direct bearing on production agriculture. We want
the highest priority given to the development of marketing com-

modities and livestock and the preservation of soil and water re-
sources.

We oppose the proposed elimination of conservation cost sharing
in 1987 and the rescission of 1986 funds. We support the reductions
and the termination and transfer of programs such as FmHA com-
munity development that have no direct bearing on production ag-

riculture and are low priority items to farmers during the budget
crisis. - -

_Before ] conclude my statement, I would like to take a few min-
utes to address another- issue-of immediate concern to farmers, not
only in Minnesota but throughout the Nation. . = o
- For the past 5 years agricultural finance policy has been driven
by the one-more-year syndrome. The goal is then to keep borrowers
and lenders sclvent for one more year; in the-hope that the debt
income situation would correct itself. Since farm operators and
lenders are partners and cannot. survive without each other, ac-
tions were taken on the assumption that anything we could do to
help one will help the other: ; ; S ; -

This one-more-year policy was based on the idea that the debt

problems of agriculture were caused primarily by forces beyond the

control of the farm operator. Once these outside forces—like high

interest rates, the strong dollar, low exports, declining land prices,
%n% }Ig{igh production costs—went back to normal;, everything would
e OK: L o - j
_These outside forces ere not the root of the debt problems and

changes in these forces will not relieve debt pressures. Agriculture

basically has run out of one more year. These short-term lenders,

who have loaned money on equipment and livestock to pay interest
and principal on land, have said no more. Most operators are reluc-

tant to further mortgage land to cover unpaid operating expenses:
Operators with the greatest debt problems have substantial
amounts of nonworking debt that require the servicing of principal
aud irterest but provide little cash-flow to the business. =~
For 1986; the agricultural finance policy debate will be focused
on the immediate problems of one-third of commercial agricultural
operators that hold two-thirds of the debt. About half of this group
are at a point where it may be difficult to do anything to help
them survive. However, a substantial reduction in debt lead; or a
reduction in the debt that has to be serviced out of current income,
is absolutely necessary. Only this will bring longlasting financial
relief to distressed farm operators. - e
Just how much debt reduction assistance will be avail:ble. will

depend on the resolution of some broad agricultural finance struc-

ture issues. How banks are forced to classify loans; and how long
they are allowed to write off loan losses, will determine how much

debt restructuring they can provide farm operators. Commercial
banks currently -face substantial regulatory impediments, that if
they want to help farm operators with debt difficulties, any debt

restructuring that takes a portion of the loan and masakes it a non-
earning asset for the bank results in a nonearning portion of the
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loan immediately being written off against capital. And even if the
loan could be repaid at some time in the future, banks have in-
creased pressure to require that loans be fully collateralized based
on liquidation value of assets, even thougi the borrower has never
missed a payment and continues to have a positive cash-flow. This
results from a mistake in focusing on asset value lending rather
than profit and loss. The focus is on the liquidated value of the
assets rather than on the earning power of thedebt. = = =
-.Our goal is to develop.-a debt restructuring plan to aid financially

distressed farmers, under the right .‘rcumstances; who have a
chance to survive. The American Farm Bureau is proposing a two-
tiered debt restructuring program to deal with long-term financing

problems. The program would start by having the farm operator
and the lender together analyze the individual operation to deter-

niine how much debt could be paid under normal circumstances.
That would become tier 1 debt.

. On this tier 1 portion of the debt, the farmer would pay the regu-
lar interest and principal payments over from 10 to 20 years, what-

ever they decided on: The remainder of the debt would be put into
the second tier, where it could carry an interest rate of 3 percent.
with no principal payments. As a portion of the tier 1 debt is paici
off annually, the debt would shift from tier 2 to tier 1, until all the
tier 2 debt 1s paid. . S . [ .
~ To give you a quick example, if you have $300,000 of debt and,
after analysis, the banker and the borrower decide $200,000 can
probably be serviced, that becc .nes the tier 1 level that the farmer
pays on. The remaining $100 J00 becomes tier 2. As the tier 1 is
paid off, the tier 2 moves up. So all of the debt is paid. The key in
debt restructuring is not debt forgiveness. Financial institutions do
not have enough capital base to forgive- substantial amounts of
debt. Most farmers want to pay off their debt. Some steps are nec-
essary to make the program work. Tier 2 debt must be monitored
separately by the regulatory authorities so that it is not discrimi-
nated against or classified against the capital of the financial insti-
tution. This will require approval of proper regulatory authorities
such as FDIC; the Comptroller of the Currency. for. commercial
lé'a"riké; and the Farm Credit Administration for the Farm Credit
__While we believe our_ two-tiered debt can be accomplished by
changes in regulations; we are prepared and are in the process of
drafting legislation to accomplish thisgoal.

In addition to the two-tiered debt restructure program, we. also
support S. 1943; introduced by Senator Dixon, that allows banks to

change the way they write off their capital losses from 1 year up to
10 years. This flexibility on the part of bankers is critical in deal-

ing with the present farm financial crisis. . .
__Through the restructuring process, we encourage farm borrow-

ers; lenders; and the regulatory agencies to shift their emphasis
from asset value toward a greater emphasis on profit and loss or

cash-flow: In our judgment, such a plan presents a realistic ap-
proach to turning the debt problems around. This plan can create
more winners than we could expect from any other area. Asset
values will stabilize, fewer farmers will be forced out of business,

and banks will benefit from stronger loan holdings.
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This concludes my remarks: Thank you again for giving us this
oppertunity.
The CHAIRMAN: Thank you; Mr. Lokensgard:. = B .
Dr. Boehlje, an agricultural economist with the University of

Minnesota. Welcome.
STATEMENT OF MICHAEL BOEHLJE; AGRICULTYRAL
~_ ECONOMIST, UNIVERSITY GF MINNSSOTA
Mr. BogHLJE. Thank you very much. It is a pleasure to be here:
Mr: Chairman and memibers of the committee, I woiild like to

comment on three areas: One; just brisfly, a description of the fi-
nancial characteristics on the condition of agriculture; two, why
this is important beyond agriculture; and three; what kind of
public sector intervention we might want to consider.

Point No. 1. We know that we have approximately; depending
upon the region of the country, between 15 and 30 percent of our

farmers that are suffering very severe financial stress, and the re-
maining farm population are clearly encountering some financial

difficu:ties. We know that these farmers who are severely stressed
in many cases will have to mai.e major adjustments, inzluding exit-

ing from the industry and selling assets over the next 2 to 3 years.
__This adjustment on their part has significant implications for the

agribusiness sector. We have lost one out of four machinery dealers
since 1981. Approximately one-third of our input supply businesses
are in similar finaucial condition as the farm sector, meaning that
with potential bankruptcies or nonpayment on accounts receivable;
they also will be financially vulnerable. Rural communities, there-
fore, are suffering significantly from financial stress; bank failures
are an example, and there is evidence of reduced economic activity
and reduced employment opportunity in these rural communities:
- Compounding all cf the income problems in agriculture is the de-
cline in asset values. In the State of Minnesota alone there was a
26-percent decline in land values statewide this past year, and an
almost 30-percent decline in this particular part of the State of
Minnesota in land values. Those types of statistics indicate the
kind of financial problems that we have in the agricultural sector:
- Now, one of the perspectives I think it’s important to recognize is
that the financial problems of those highly leveraged farmers
cannot be resolved without affeciing the remaining farm popula-
tion, rural communities, and, as a matter of fact, the citizenry of
the United States. There seems to be a misperception that we can
wall all those people off and they can solve their problems and the
rest of the farmers, or, as a matter of fact, the rest of the U.S. citi-
zenry; will not pay the price. o . B , }
. I think it is important to recognize that we have a four-stage ad-
justment process. The first wave of adjustments will be financially
stressed farmers, who will have to exit or who will have to make
other major and significant adjustments in their operations be-
cause of the excessive debt load. As they solve their problems, solve
those problems through either having the lending community write
off that debt and suffer losses, or through declining land values

and the lending community reducing on the value of Iand as collat-

eral for loans, the problem of the financially stressed farmers is
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transferred to the remaining farm population. Interest rates in

rural areas are somewhere between 1% and 2. percentage points
higher than they would have to be if it were not for the high loan
losses we’re seeing in agriculture. So the problem is transferred to
the remaining farm population through higher interest rates, as
well as decreased creditworthiness. ) . . R
- But the transfer doesn’t stop there, as we have already indicated.
It has been transferred on to the rural community and rural busi-

nesses, and those rural businesses are suffering reduced economic
activity as well. And yet the transfer still doesn’t stop in rural com-
munities. There is a study, there are a nurnber of studies, but one

specifically that shows that the loan losses that we might encoun-

ter in the agricultural sector, loan losses that could amount to

creasing by as much as 75 to 125 _basis points; not_just interest
rates for farmers but interest rates for all consumers. Undoubtedly,

interest rates would not stay at that high level for a very long

period of time, but because of the default potential on the part of

some farm borrowers; and the risk in the financial markets associ-
ated with that, there is the potential of this problem being trans-
ferred beyond the farm gate; beyond the rural community; beyond
the agricultural sector, to consumers in general—not through
higher food prices necessarily but through higher interest rates:

__What can the public do? Clearly, it seems to me there are three
potential responses that the public should consider. Al of these
have budget implications. My argument is that we should consider

reallocation of budgets and assist agriculture; rather than cutting
the budget.for agriculture, and reallocation may involve adjust-
ments in other components of the budget. o .

__One is that it’s clear we need to have a safety net for agriculture.
Whether we felt it was an adequate safety net or not; the 1985
farm bill did provide some safety net. Unfortunately, Gramm-
Rudman and other provisions currently being implemented by the
administration  are punching holes in the safety net; and this

punching of holes in the safety net has added increased uncertain-

ty .in the agricultural sector, showing up very explicitly; in. my

judgment, in terms of continued downward pressure on land

values: There is no one very interested in buying land when we’ve
got increased uncertainty with respect to what kind of Federal as-

sistance we will have for agricuiture: Some kind of price and

income support program is needed, and it is not clear to me that

we_have the kind of support for agriculture that is needed: =
__ The second policy response would be specifically oriented to the
financial stress problem: As a_matter of fact, as we have argued in
testimony before, the Farm Price and Income Support Program
will not solve the financial stress problem. Some. farmers are suffi-
ciently excessively leveraged that they will still have to sell out in
spite of a very strong Farm Price and Income Support Program.
We need to target programs specifically to those farmers.
. One possibility is a debt reduction and restructuring prograr, as
has been proposed and is in place, to a limited degree—and I say
limited degree—in the Farmers Home Administration program.
A -second possibility is an interest rate buydown program. A
third adjustment which we ought to seriously consider is a policy
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adjustment to facilitate the private sector in solving some of its
own problems. Currently there is a high tax burden to try to adjust
debt loads in the agricultural sector. You have to pay increased
taxes to get out of the problem. Those.types of increased taxes
seemn to meé to be a penalty which should not be imposed on those
who are wanting to adjust their debt burden: And we need to, in
my judgment, give the lending commu.aity more time to write off
loan losses, rather than expecting them to absorb those loan losses
in the year in which they’re incurred. There should. be more time
so they could write the loan losses off, so they don’t have to reflect
those loan losses in higher rates or in terms of reducing the capital
structure of the lending institution.
_The third component of an assistance program is the assistance

that is already supposedly in place for the Farm Credit System. I

would challenge you that that particular proposal, which was
passed by Congress in December 1985, is, ag a matter of fact, not a
very effective solution. It seems to me that in spite of wha' some of
our people are arguing, the Farm Credit System does ne . finan-

cial assisiance; not just 2 new structure. Moving money from one
component of the System to another component of the System does

very little to solve their fundamental problems: It did result in the
financial markets becoming more confident, but it did nothing to
improve the quaiity of the FCS portfolio, when the financial mar-
kets find out that the portfolio still remains weak; I am not con-

vinced that they will continue to allow Farm Credit System bonds
to be sold at the small premium that they are now allowing. I

think we need to consider seriously providing Federal assistance
for that System. That requires an appropriation, and that requires
a congressional decision.

Thank you very much. :

The CHaIRMAN. Thank you very much. S e
_ Let me ask a couple of short questions, first to. Mr. Paul. Mr:
Paul, do you have any count of how many farmers lost their farms
in the last year in Minnesota? = . . . L

Mr. PAuL. Mr. Chairman, I don’t have a figure as far as that is
concerned. I have heard figures that vary all the way from just a
few thousand to several thousand. I couldn’t tell you for sure.

The CHairRMAN. Mr. Lokensgard, do you have a count of farmers
who have lost their faritis because of the crisis?

Mr. LokENnsGarp. I don’t have a count, either, per se. We have a
survey that was conducted by the Department of Agriculture; but

it may be that Mr: Boehlje would be more qualified to answer that:
The CHAIRMAN. Mr. Boehlje.
Mr. BoeHLJE. There_is a number that_ suggests 5,000 farmers
exited in the State of Minnesota last year. It is not clear how many

of those were a function of financial stress or other reasons. I think
it is safe to say that a large portion of those was because of finan-
cial stress. . - S
__The CH...RMAN. Mr. Boehlje; would you answer another question?
The intarest rates have been dropping-rather drastically in the last
few weeks. What is your view of that drop having a positive impact
on the farm crisis in America? If it is- going to have a positive
impact, when do you think it may be felt?
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éi-éaﬁ'. Interest rates in rural areas have not dropped significantly
atall. - - - I B
_ One of the concerns we have is that, with the high loan losses

‘Mr. BoeHLiE. Interest rates have dropped dramatically in urban

cult for them to drop their interest rates and still maintain any

reasonable types of margins. So until we work through these loan
losses, 1 am concerned that, in spite of declining costs of money, in-

terest rates in the rural areas will continue relatively high.
 The CHAIRMAN. Therefore, despite all the rhetoric that we sorme-

times hear from forces on high; about how great tkings are; that’s
not occurring evenly; is that it?

Mr. BoeHLiE. That’s exactly the case. ) o
I should note that lower interest rates in. general would have
s me marginal benefits te agriculture as they are reflected in
terms of a decliniug value of the dollar, aud that is; I think, benefi-
cial for agriculture in the longer run. However, we are not optimis-
tic about that showing up in the short run with respect to in-
creased exports; in large part because we have a very,; very signifi-
cant overhang of surplus commodities worldwide that have to be
worked off before that will result.

The CHAIRMAN. Thank you. Mr. Weber. ... . . -
Mr. WEBER. I will try to be brief, Mr. Chairman, so that other
members can ask questions. S _ o
1 want_to _first of all dispute or clarify a figure that you men-

tioned; Mr. Boehlje. You indicated that in this part of the country
there had been a 30-percent decline in land values. My spot checks
say_that’s more like 60 to 70 percent. [Appiause.] . S

_ Mr. BoEHLJE. Let me clarify and make sure. I may have not indi-

cated that was for the year 1985 that we had that——

~ Mr. WeBER. Well, over the last 2 or 8 years it has been in the

neighborhood of 60 to 70 percent. . ) L

__Mr. BoeHiie. We have had somewhere in excess of a 50-percent

decline; in some cases well over a 50-percent decline in land values;

since the peak in 1981. I'm sorry to have not made that clezr.. ,
Mr. WEeBER. I think it is important for people to understand that.
Mr. BoEHLIE. Yes;, very much so.

Mr. WEBER. Let me take that a step further. In other parts of the
country, where we were this morning in Montana, agricultural
areas of the East and the Soutii; where I went to a hearing like this
last year, the land decline has not been nearly that great; even up
to now, perhaps less than 20 percent in many agriculture regions.
~ Isn’t it reasonable to say that land is not going to fall 70 percent
in the best farming areas of the ccuntry while it holds its value in
the rest of the country? Aren’t those other agricultural areas going
tofollow?

Mr. Boenwk, I think that in some. cases the other agricultural
areas are not_up to speed; if you will, have not adjusted as much in
land values as we have in this part of the country——

Mr. WEBER. But they will.

Mr. Boeame. Well, they will adjust. more. However, in manj
parts of the country other than the Midwest, land values didn’t
rise.as much. . So there is; In a sense, less to take off percentagewise
during the fall.
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__There is also an indication, for example; in some parts of the

United States—Texas is a classic example—where land values
haven’t come down very much but it’s because of a major urban
impact: In rural parts of Texas land values have declined alhiost as
much as they have here. But what I'm suggesting is we need to be

careful with those statistics because once you take out the urban

impact, you find that in many rural areas, whether they be in the

East, West, North, or South; land values have declined very pre-
cipitously.

Mr. WEBER. Let me ask you one more question: . : :
_Part of the budget process this time is talking about increased

revenues; that we may have to consider increased revenues. Be-
cause of the decline in oil prices, which in my judgment is just the
same thing that’s happened to agriculture over. the last few years;
we are now hearing substantial talk about an oil import fee, partly
because it would raise the revsnues and partly to protect the do-
mestic oil industry,. @~ e
. That, first of all, strikes me as a little unfair. Nobody is talking
about protecting domestic agricultural prices in that way. But
more 'sﬁééifié'all?'; what would be the impact on the agricultural in-
dustry of an oil import fee as opposed to another form of tax in-
creases? . o . . L
.- Mr. BoeHLIE.-Well, an oil import fee, obviously, would not allow
the kinds of reductions in costs of inputs that are energy based in
agriculture to come through. In other words, we now are getting
some significant reductions in petroleum prices; also some indica-
‘tions of fertilizer prices declining because of lower oil prices, and
maybe some elight decline in some of our chemicals. If we impose
an import tax, those kinds of potential declines will obviously not
occur because they’ll be taken back in the form of tax revenues.

One of the significant beneficial things that is happening in agri-
culture today is the lower cost of purchased inputs. What we’re
saying_is that an oil import tax would negate part of that benefit.

Mr. WEBER. Thank you, Mr. Chairman.

Mr. Lowry [presiding]). Thank you, Mr. Weber. .

The géntléman from South Carclina, Mr. Derrick.
Mr: Derrick: Thank you; Mr: Chairman. = = .
Mr. Boehlje, I corie from a riiral area in South Carolina and we

have suffered almost as much decline in land values as you have:
What was an acre of land arouiid here, good farming land, worth
in 19817 . S . . . }

Mr. BoesLIE. I'm going to defer to one of our other speakers. I
just came to this State about 6 months ago: I would prefer they
give you a more explicit number for that.

Mr. LokeENsGARD. I would take a shot at that. I think across
southern Minnesota it would probably range somewhere from
$2,500 an acre up to about $3,000. In some areas in south-central;
even abovethat. - -

Mr. DErRICK. What's it worth now? o

Mr. LokensGARrD. There isn’t much movement. But I think a
valuation; I would say well under $1,000. L .

Mr. Derrick. Can you pay $2,500 for an acre of land .‘nd in any

way justify that as an investment to farm? Can you get your
money back out of it at $2,5007
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Mr. LokeNsGARD, I don’t think so. I think we went through a

process. during the seventies where it was—again, I touched on it—

it was the philosophy (hat we could use the accumulation of prop-
erty or wealth or whatever, land and machinery, and we could fi-
nance on it and operate. The fact is it was inflationary.costs be-
sides a psychological effect that boosted it way above. I think that
as farmers and other people began to look at purchases of land;
they fcsgot the payback and it was “there’s po more land 50 we
had better get it.” L . . .

- Mr. DeRrICK. The point that I'm getting around to, of course; is
that as elected officials, your Government; we are also charged
with seeing what we can do to help the fari sitiiation. But we are

also charged in wisely distributing or spending your tax dollars.
Now, I have a member of my family who 5 years ago had a net

worth of 32 million. I'm trying to save his house and a couple of
acres of land for him today. I don’t think I’ll be able to do it. Now,

he’s a gooc_farmer, but that isn’t wiy he got in the shape he’s in.
He got in the shape he’s in because he bought a lot of high-prired

land back in the 1970’s; . .

The point that I'm mzking is; I would tell you, whatever we have

done in the past, we’ve got to do something differently because that

didn’t work and that contributed to getting us wherc we are now:
However, I am not interested.in taking tax dollars and propping up
land speculators. You know, I don’t know how you differentiate be-

tween the two; though, is the problem. If a man, who is truly a
farmer; and has had problems with weather; prices; or wiiatever
the case may be, then I certainly think they deserve the help of

their Government. However; when someone buys land; if there is
no way they can possibly justify it for farming, I will have to
assume that they were sp:culating: So that sort of situation I don’t
think is a wise expenditure of tax dollars. = o
,hI would be glac; Mr: Boehlje; if you would address yourself to
that.
Mr. BoenisE. I always feel somewhat uncomfortable challenging
a Congressman, but let me at least indicate—— .
. Mr.. Derrick. I get challenged all the time. Go right ahead.
[Laughter] = = = L o
Mr. BoeHE. A lot of farmers—and I think if you look at who
was buying farmland, it was farmers; it was not the outside specu-
lator that was buying farmland—a lot of farmers during the 1970’s
bought farmland for its income-generation capacity, today and in
the future. That income-generating capacity was rising during a
large part of the 1970°-: and so they thought “Well; gee, it’s going
to.be generating more iicome 2 years from now than it is today, so
I'll bid that into today’s value.” That’s a fairly classic thing that
goes on in the stock market all the time, and it was Zoing on in

agriculture. So that’s kind of why land values kind of got out of
line. o S )
Mr. Derrick. That may be true;, but we can’t help those people
who were losing in the stock market. == == . :
Mr. BoeHwsE: No; and T wouldn’t suggest that. I am trying to ex-
plain why, in_fact, land valués maybe moved above their income-

generating capacity.
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. The second thing is there is some evidence—and I would be
happy to .are a study with you—that indicates there may be a
major expiznation for why land values are going down. It is ot so
much because of declining incomes; although that has contributed:
It is because of rising interest rates, and that rising interest rate is
something clearly that you can’t blame on the farm sector. [Ap-
plause:] _ - S

Mr. DERRICK. Doctor, thank you very much. .=

Mr. Lowry. The gentleman from Michigan, Mr. Wolpe.

Mr. WorpE. Thank you, Mr. Chairman. . .
-- My district is in southwest Michigan, and while we are not in as
difficult a shape yet; we're not far behind: We have a lot of farmers
that are really in difficult straits. =~~~

There was a tremendous division among farmers in my area as
we were debating the farm bill not long ago, and 1 would like to get

the reactions of the panel as to the basic issue that was focused
upon. On the one hand you had people arguing; basically from the
farm bureau’s vantage point; to put emphasis upon export markets.
The basic theory has been that lowering price supports to miake
goods more competitive would advance. our export sales..And that,
incidentally, is sort of the way the bill was structured, and the
farm bureau point of view in the.end prevailed: o
__The other point of view was that the export market; as a pana-
cea, is illusory; that we’re not going to, given the fact that so many
nations that formerly used to be food importers are now exporting
themselves, that that’s not going to be the panacea it was held out
to be, and that the only real answer to the farm problem is to raise
farm prices. - e
. That would mean a very different approach: It would mean an
approach that puts the emphasis upon pulling land out of cultiva-

tion through the referendum approach that was being suggested
andsoop.

I would be interested in the reactions. of the panelists as to which
of those two basic points of view we follow—because we can’t do

both. Essentially, we are embarked upon a point of view that I,
frankly, am skeptical about. But I would be interested in the reac-
tion of our panel: o ] o ] o
__Mr. PauL. Congressman, it has been our position that we defi-
nitely, as a country; are not going to export our way into prosperi-
ty. We feel very strongly that we are going to need a good, strong

supply management program and we’re going to need higher prices
for that pioduction which is consumed here in this country. Con-
sumers may have to pay slightly more for their food, but if we're
going to maintain the economy and maintain the standard of living
we have, and maintain. our rural communities, we feel definitely
supply management and higher farm prices are the answer. =
Mr. LokENzGARD. Mr. Congressman, 1 dppreciate the opportiinity

to share our beliefs. I guess I won’t surprise you—-and you seem to

understand the farm burezau’s position. The farm bureau says that
the loan rate does not have the function to set the price as a
market price but, rather, as a marketing tool for me and agricul-
ture: When I harvest my crop in the fall, I can go in, get a loan
from the Government, and thén some time during that year, as
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prices hopefully gravitate above that, I can make a decision to sell
it - . S L , . .

In the past we have had loan rates high enough so that the
market never did activate itself. The consumption of the product
did not get involved. The only commodity that it seemed to work in

was soybeans. In the 1985 farm biil; the target price concept was
frozen at the present levels for 2 years, and that is an income

transfer to the farmers during the period that the lower loan rate
affects a lowering of the market.

Supply management, I think, will work, providing we could get
worldwide participation. But we fear that as we reduce our crop-

ping—and I have heard several times that we would have to
reduce, in the case of wheat, above 50 percent of our production—
that other areas in the world pick up their production. Now, they
don’t go about it in necessarily plowing up new ground. They.go
about it in some additional production costs, like fertilizer; addi-
tional fertilizer, some new seeds that they couldn’t afford other-
wise; irrigation. - . . L

~ This past summier there was.a group of farm bureau presidents
that went to the Pacific Rim. They_ talked to a farmer in Australia

then he could do more than simply seed and harvest. He said, “I
can put on fertilizer and I'll guarantee you I'll double the produc-
tion of my acreage without any expansion.” = _ o

_This is what I think we face and this is why I come back to say;,
if we could get everybody in the world to practice supply manage-

ment, we would have it made. But right now; when we do it alone,
we will simply shrink. Sorne year—if not next year, it would be the

year after—we would have to go to 60 percent production, unless
you put up walls to prevent anything from coming into this coun-
try. I'm afraid protectionism is not a good way togo. = =
. If you will bear with me; I've.got a neighbor who said he had
heard that two wrongs never make a right, so he says “Why don’t

we try three” That's what we're saying: I think the wrong may be

worse in the long run than a lower loan rate presently, with the

income protection of the target prices. ..

The CHAIRMAN. The gentleman from California, Mr. Fazio..

Mr. Fazio. Thank you, Mr. Chairman: I want to be very brief be.

%éjlﬁé we’re 5o far behind and have so many other people to hear
rom:. S o y o )

1 simply would like to say to this audience that California, where
I come from; is a State that you may not think of as a farm State.
But agriculture is our biggest industry, bigger than entertainment,

high technology; and bigger than tourism or aerospace. I come

from the Sacramento Valley and for the first time in my memory

my farmers are just as upset and just as troubled—maybe not guite
as bad off economically, but getting there—as people in other parts
of the country, certainly as people in the Midwest. . = = = =

__You may think you’re isolated and ignored, but I don’t think it’s
possible for you to have that impression when you see people here
today who want to understand and want to be helpful. We're not
going to be able to walk away from agriculture. It is too central to
the basic economics of this country. We are going to have to stay
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involved, certainly in farm credit; and I think it is important for

you to 7reghfze that fromm my perspective 1t isn’t just the farmers
who are in price supported crops that are in trouble; it’s all farm-
ers.

There are some basic_problems that are gomg to have to be dealt
with; that can’t be handled overnight; and we’re going to lose some
people. But I want you to know that for a number of us, and cer-
tamly for this Cdfigreééﬁiéﬁ it is not a problem we’re going to
1gnore I say that in the context of the priorities of this budget that
we’re going to put together. We have rejected one that I believe did
walk sway from you. We're going to put orie togethier that’s going
to_keep you in focus. .

Thank you. [Applauise.]

The CuairMaN: The gentl=man from Minnesota; Mr. Penny.

Mr. PENNY. Thank you, Mr. Chairman.

I want to start by asking this_crowd the same question I have
asked all over my district in the last couple of months. That is, for

you to raise your hand if you think the Congress just passed a
pretty good farm bill. [No response.].

That’s exactly the reaction I get all over my district, and that’s
the reaction you're going to get all over the Midwest. A number of
us; especially those of us who represent the Farm Belt, vated
agamst the farm bill because we didn’t see anything in this bill
that would lead to a reduction in the surplus or an improvement in
market prices.

The farm bureai presxdent Just testlﬁed that it is not the pur-
pose of loan rates to set the market price. Dr. BoehlJe can you tell
me, in your best judgment, what is going to happen to market
prices with the new loan rate at $1:92 nationally and about $1.75
here in southern M;pp,esgtg‘ii -

_ Mr. Boenwse: I think we’re going to see market. prices declining
below _the loan rate. They are already reflecting that now. I think

that is something that is going to happen fundamentally because
we have basically a burdensome supply. We have oye;aj[)-percent
surplus compared. to. _utilization -of corn. The highest we've ever
had, hlstoncally, is 55 percent. It is pretty hard to not _have low
prices. when you've got a oO-percentsurplus and you’ve got a poten-
tial of a crop coming on,; in spite of the farm program,; that might
actually add to that surplus:

Mr. PENNY. Under this_farm program, w1th the low loan rate;
you retain deficiencies at $3.03. It will be less than that again here

in the Midwest, but that’s the national rate. If you're right; and

gram.
T would argue that farmers are simply going_to get their incomes

from the Government under this new farm bill. They're not going

to get.a dime from the marketplace. They're going to get it through
loans because the price is going to be below the loan rate and most
of it is going to get turned over to the Government, and they're
going to get that huge $1.20 deficiency payment on every bushel
they grow. It’'s a_huge expense to the Government, but at $3.03
maximum, it’s still not a decent price for the farmer.
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~ Is it fair to say that under this approach of low loans, with a big
deficiency payment, that in a sense we are subsidizing exports
through that deficiency payment? - S

. Mr: Boennik. I think the major reason the adjustment in the
loan rate was made was to try to increase the amount of exports
and still; by not lowering the target price; to try to protect farmers’
incomes in the process. So in that context, you're right.

. Mr.. PENNY: So.we are paying, in a sense, a subsidy on. every

bushel grown, which costs the Government billions of dollars,
simply to support a lower price to get some of that grain, maybe 25
percent of our corn, into the world market. I'm not positive. It may

be 25 or 30 percent. But tkat’s about how much of our corn moves
into the world market. =~
From the standpoint of the farmers, a- well as.from the stand-

point of the Federal budget; since we have already admitted that

we're subsidizing these exports, wouldn’t it be cheaper to give the
farmers a price up front and subsidize only the part we're sending
overseas, and maybe oven subsidize it with the surplus that aiready

exists? Wouldn’t that be a far better program; to give the farmers
the price up front and save some Treasury dollars by subsidizing
only the exports? [Applause.] o o o
~ Mr. BoesLjE. Well, I can’t answer that explicitly because I have
not_done an analysis of that. I think it could very well be cheaper
in the long run, in terms of Government budget exposure.

I do.think we have; though,; as was debated in the last farm. bill,
a fundamental question to ask, and that is, Are we going to, in the

longer run; remain internationally linked in this agricultural mar-
ket or not? I think that’s a fundamental question to ask.

~ We could, as was debated, raise prices and produce only for the
domestic market. But we need to recognize the consequences of
that. That would result in a significant reduction in the amount of
land in production; the amount of inputs purchased, and it would
have a significant impact on rural communities, et cetera. We
would have to develop a system for protecting our domestic produc-
ers from foreign competition. We have not been able to do that in
the automobile industry; the steel industry, the textile industry, or
any other industry. I am not sure how we're going to do it in the
food industry. = ) ) o - ) o
_Mr. PENNY. The key is we're subsidizing these exports now. It’s

just that we’re paying the subsidy to the farmers through a defi-

ciency at a level that still leaves them with less income than they
nieed to come out ahiead: The point Pm making is that; if a subsidy
is a subsidy, why are we spending that miich money and doing ab-
solutely no good? o :

I thank you for your answer. [Applause] = =
 The CHAIRMAN: Let me thank Mr. Boehije; Mr. Lokensgard, and
Mr. Paul for their testimony. . _ .
At this timie the Chair calls to the witness table John Ryan; di-
rector of the St. Paul District Farm Credit System; Ron Johnson,
president, First National Independent Bank, Jackson, MN; Pau! So-

bocinski, representing Groundswell; and Milan Wisniewski, State-

appointed advocate for farmers facing forceclosure. Please forgive

me if I did not pronounce your name correctly.
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_Welcome, gentlemen. Again wé apologizé for our lateness in ar-
riving from Montana, where we had a hearing this morning. It is

We will start with Mr. Ryan and move right across, from left to

right. Mr. Ryan.

STATEMENT OF JOHN RYAN, BOARD OF DIRECTORS, ST. PAUL
DISTRICT FARM CREDIT SYSTEM, ACCOMPANIED BY KEN KIT-
TELSON; FARM CREDIT SERVICES DIRECTOR, MILAN; MN
Mr. RyanN. Thank you, Mr. Chairman, members of the commit-

tee. Thank you and good afternoon. ) o L

- My namie is Jolin Ryan and I'm a member of the board of direc-

tors of the St. Paul District Farm Credit System. I'm a farmer near

Springfield, which is about 60 miles northeast of here, and also

with me today is Ken Kittelson; a grain and sugarbeet farmer from

Milan, MN, and also a local farm credit services director. =~
We appreciate the opportunity to visit with you today and hope

what you hear in field hearings like this will help you when you

niove forward in your deliberations on the 1987 budget. -

1 would also like to thank Congressman Weber for his influence

in bringing the committee out here; and also Congressman Weber

and Congressman Penny for their concern about the agriculture

problems we have here in southern Minnesota. . S
The Farm Credit System is a national agriculture lending cooper-

ative which is owned by farmers and their cooperatives. The insti-

tutions which make up the Farm Credit System exist for one pur-

pose; to collectively raise money in the Nation’s money market and
lend that money to farmers, ranchers, and cooperatives. The Sev-
enth Farm Credit District, which is _compused of North. Dakota;
Minnesota, Wisconsin, and Michigan, is the largest in the System’s
12 districts. . _ . . A , :
_In the brief time I have, I would like to comment on several

issues this afternoon, including the current. agriculture situation;
financial help in the seventh district, afid the user fee proposal,

and some of the things we are doing in the seventh district to help

today. . . L -
__Mr. Chairman, while there are some encouraging signs on the

horizon for farmers, such as lower input prices; for many producers
the change is too little or too late. Serious problems remain in agri-

culture; and because the Farm Credit System lends solely to agri-
culture producers and their cooperatives, the health of the agricul-

ture economy is reflected directly in the Farm Credit System... .
Last year was a particularly tough time for the Farm Credit

System: Not only were nonaccrual loars increasing; but so; too;
were the cost of funds from Wall Street. Yearend results reported

in February showed the System losing almost $2:7 billion; the larg-
est loss of record for a financial institution.

__Here in_the seventh district we posted our largest net loss in our

70-year history, a net loss of $573 million, compared to a net

income last year, which would be 1984, of $121 million: Qur loss, in
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fact, accounted for almost one-fifth of the total System’s ioss. Of
this loss; about-$438 miillion was recorded by the Federal land bank
and district Federal land bank associations. S
_ Systemwide, Farm Credit’s nonaccrual loans jumped to $5.3 bil-
lion, and our district’s share of that was almost $1 billion. Also sys-
temwide; acquired property totaled $928 million, while our dis-
trict’s acquired property nearly tripled to almost $140 million. Al-
ready since January of this year our St. Paul investment in ac-

quired property has increased again to over $214 million. It is not a
real encouraging picture, but it is also not a surprise to anyone
given the conditions we have in agriculture,. @~ L
Knowing that the overall financial situation was bad and getting
worse, we were becoming increasingly uncertain about the avaif

ability of our source of funds for our borrowers. For this reason, we
supported legislation which became known as the Farm Credit
Amendments Act of 1985, which you passed last December. . 7

— Some people have described the act as a bailout for Farm Credit.
But what did the law really. do? Yes, it did provide system institu-
tions with a mechanism to better coordinates. systemwide self-help.
Yes; it did restructure the Farm Credit Administration and it pro-
vided a mechanism for backup Federal assistance if FCS, Treasury;

and the Congress agree it is needed. But no, it did not bail out the
System. There was no money appropriated to Farm Credit, nor, as

far as we know, is there any planned at this time.

. What did. happen was that Wall Street responded positively to
the action by Congress and the spreads between the rates for

Treasury issues and Farm Credit securities narrowed tc¢ betwzen 35
and 55 basis points, far less than it was when things looked bleak.
est L st fall when it had soared to over 100 basis points. To the non-
investor and most farmers, basis points don’t mean much. It onlvy

became relevant when it was translated into dollars. People at the
funding corporation in New York tell us_that the drop in the cost
of funds saved farmers over $330

: million a year in added additional
interest costs. That does mean something. This is reflected in our
recent Federal land bank interest rate decrease which we have
passed along to farmers as of March 1 of this year.
. But now we learn from President Reagan’s fiscal year 1987
budget that he is once .again_requesting the Congress to enact a
user fee on the Farm Credit System and other Government-spon-
sored enterprises. Qur district council has reviewed the documents
on the user fee and we have found that it starts off small—just one
one-hundredths of 1 percent. But by 1991, it rises to one-half per-

cent. This means that the cost to our system, which we have to

pass on to farmers and their cooperatives, will amount to more
than $330 million per year. S

We feel very strongly that user fees.are inconsistent with Con-
gress’ mandate to Farm Credit to provide sound, adequate; and con-
structive credit to American farmers and ranchers at the lowest
reasonable rates:. We continue to believe that the Farm Credit

System needs agency status because we. operate under narrow re-
strictions about who we can finance and in what activities we can
engage, o S -

__Further, the additional finarncial _burdén of a user fee virtually

eliminates any chance for the System to help itself through its cur-
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rent financial problems. Already we’re trying to absorb a doubling

in the assessment from the Farm Credit Administration; our regu-
lator, for tougher regulations. Now we’re expected to absorb an ad-
ditional $567 million burden of user fees over the next 5 years: I
would like to point out that it isn’t a bank that absorbs this cost.
The cost, because we are a cooperative; is paid by borrower-mem-
bers, the farmers here today. We feel this is intolerable; given the
current agricultural situation: B A

__This brings me to the last issue I would like to discuss for a few
minutes, and that is upholding the responsibility which we have as
members and directors of Farm Credit institutions.

We_have the responsibility to be as compassionate as possible
with borrowers having difficulties. We have urged our PCA’s and
land bank associations to practice forebearance as much as possi-
ble. [Audience boos.] = _ e -

. We have done this, knowing full well that there is a cost to fore-
bearance which is incurred in higher interest rates which must be
paid by borrowers who are making their payments. @

Therefore, we have placed a higher priority on working with bor-
rowers and trying to help them return to viability and performing
status through debt restructurings. We have in the past year tried
to help many farmers who are having financial difficulties by low-
ering interest rates, participation in FmHA programs; and other
interest buydowns. These are decisions that have to be made and
worked out with each farmer on an individual basis and are best
done by our local loan officers working with that farmer directly.
__Just this week we have signed an agreement with the State of
North Dakota to provide up to $400 million in a loan participation
program to help that State’s farmers. We are currently working
with the State of Minnesota on a similar package right now during
their legislative session, and are willing to work with other States
also. We also support and need Federal legislation which will pro-
vide for debt restructuring and interest rate buydowns. We will

stay with those borrowers who have a reasonable chance of making
it. But, very honestly, there are some producers who simply will
not because they can’t make their payments, regardless of what we
might do. As a farmer myself, that’s hard for me to say, but that’s
the way it is. . . o . )

_.To expect more from us than that is expecting more than we can

give; and more than we were ever intended to provide: We intend

to be competitive on interest rates in order to keep our best bor-

rowers: We’li make use of differential interest rates, in spite of the
difficiilties this causes, because the same rate is not available to ev-

eryone. Keeping our best borrowers to us makes good business
sense.

- This year is not going to be an. easy one_for Farm Credit or for
the farmers; either, locally or nationally. We will; however; do our
part to operate our district in as businesslike a manner as we can,
with a commitment to keep as many farmers on the land and farm-
ing as_-is possible, hoping that we can continiue to manage our fi-

nancial problems with our own resources.
Thank you. - S
[The prepared statement of Mr. Ryan follows:]
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_._Mr. Chairman and members of the committee_thank you and good afternoon. My
name is John Ryan. I'm from Springfield, Minnesota. I am a member of the board of
directors of the St. Paul District Farm_Credit Council; Farm Credit Services: I'm a
corn _and soybean farmer; with a hog farrow to finisher operation near Springfield,
Minnesota—about 60 _miles northeast of here. With me today is Mr. Ken Kittelson,
a grain and sugarbeet farmer from Milan; Minnes..ta and also a member of our Leg-
islative_Advisory_Committee. We appreciate_the opportunity to visit with you today
and hope that what_you hear_in_field hearings lixe this one will help as you miove
forward in your deliberations on the 1987 budget. . _ __ ... ... . _ _ .
__The Farm Credit System is a national ag lending cooperative which is owned by
farmers and their_cooperatives. There are 37 banks, 200 Production. Credit Associa-
tions and 284 Federal Land Bank Associations which make up our System which in
turn lends to more than 900,000 farmers around the country. The institutions which
make up the Farm Credit System exist for one purpose; to collectively raise money
in the nation’s money markets and lend that money to farmers, ranchers and their
cooperatives. The Seventh Farm Credit District which is composed of North Dakota,
Minnesota, Wisconsin, and Michigan is the largest in the System’s 12 districts:
___In:the_brief time I have this morning I would like to com:mert on several issues
including the current ag situation, the financial health of the Seventh District and
the Farm_Credit System; the user fee proporal and also. some of the. things we are
doing in the Seventh District to help farmers survive the current financial crisis
that we are facing today. = =~ = == = o S

_ Mr. Chairman while here are some encouraging signs on the horizon for farmers
such as lower energy prices and an easing of interest rates—for many producers thie
change is too little or too late. Serious problems remain in agriculture, and becaiise
the Farm Credit System lends solely to ag producers and their cooperatives, the
health of the ag economy iz reflected directly in the Farm Credit System. = = -

Last year was a particularly tough time for the Farm Credit. System. Not only

were nonaccrual loans increasing, but so, toc, were the. cost.of funds from  Wall
Street._Year-end results, reported in February, showed the System losing almiost
$2.7 billion, the largest.loss of record for a financial institition. -

. Here in the Seventh District, we posted our largest net loss in our 70. year
history ... . a net loss of $573 miillion, comipared to a net iricome last year. of 3121

about .$433 miillion. was recorded .by the Federal Land Bank and district Federal
Land Bank Associatioiis. Systemwide Farim Credit’s nonaccriial loains jiitiiped to 3$5.3
billion and oar district’s share of that was $1 billion. Also systemwide, acquired
property totaled $928 miillion, while our district’s acquired progserty nearly tripled to
almost $140 million. Already since Januaty of this year, our St. Paul ifivestmert in
acquirea property has increased again to over $214 million. It’s not.a real encotrag-
ing pictare bit it is also not a surpriseé to anyone given tbe conditions in agricul-
ture. L S S [ I
- Knowing that the overall financial situation was bad and getting worse, we were
becoiming incéreasingly ncertain aboiit the availability of our soiirce of furds for otir
borrowers. For this reason, we. siupported. legislation which became know as the
Fdarm Credit Amerndments Act of 1985 which was enacted last Decetnber. - .
- Suinie people have described the Act as a “bailoiit”’ for Farm Credit. But what did
the law really do? Yes, it did provide System institiitions with a mechanism to
better coordinate Systemwide self-help. Yes, it did restricture the Farm Credit Ad-
minigtration and it provided @ mechanism for backiup federal assistance if FCS,
Treasury and the Congress agree it is needed. But no, it did not bailouit the System.
There was no money- appropriated to Farm Credit nor, as far as we know, is there
dany planned &t this time. . . - - - - - -
What did happen was that Wall Street responded positively to-the aetion by Con-
gress and the spreads between the-rates for Treasury issues and Farm Credit securi-

when it i3 translated into dollars. People at the Funding Corporation-in New York,
tell us that the drop in the cost of funds saved farmers over $330 million a year in
added additional interest. costs. That mmeans something. This is reflected in our
recent FLB interest rate decrease which we have passed along to the farmers as of
March 1 this year. - - .- — - e -

But now, we learn from President Reagan’s-fiscal 1987-budget that-he is once
again requesting the Congress to enact a user fee on the Farm Credit System and
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other government sponsored enterpnses Our District Council has reviewed the doc-
uments on the user fee and we've found that it starts off small , . . just 1/100th of a
percent; but by 1991 it rises to ¥ of a_percent. This means that the cost which the
System bas no choice but to pass on to farmers and their cooperatives will amount
to more than $330 miilion per year.

We've been told that this.is the Reagan ‘administration’s way of trymg to discour-
age agency statos. I think it is important to pomt out what the Gerneral Accounting
Office and others have said about user-fees: “they-are questionable as long as the
Farm Credit System has the responsibility to provide a flexible flow of credit to the
nation’s agricultural sector.”

We feel very strongly thet user fees are mconsxstent ‘with Congress’ mandate to
Farm Credit to provide sound, i
ers and ranchers at the lowest reasonable pri
Farm Credit System needs agency status because we operate under narrow restric-
tions about who we can finance and in which activities we can _engage.. _

Further, the_ additional financial burden of a user fee virtually eliminates any
chance for the System to help. itself through its current financial problems. Already,
we're trying to absorb a doubling in the assessment from the Farm Credit Adminis-
tration for tougher regulations. Now we're expected to.absorb an additional $567
million burden of user fees over the next five years. I'd like to point out that it isn’t
a bank that absorbs this cost..The cost, because we are cooperative, i§ paid by bor-
nembers, the farmer. We fcel this is intolerable given the current agricultur-
al situation. -

.. This b ngs me to the last issue I’d like to discuss today . .

1 h

‘We_continue to believe that the

haymg difficulties. We have m:ged our PuAs;md Land Bank Associations to prac-
tice forebearance as much as posmb' We've done this knowing full well that there
is a_cost to forebearance which is fii_arred in higher interest rates which must be
paid by borrowers who are making their payments. We_expect further increases in
nonaccrual loarns because of a continuing fall ifi - land values. Here in southern Min-
nesota benchmark values have dropped by two-thirds in -the last few years. In this
area specifically, land valiies have fallen an additional $200 an acre since January.

to help them return to viab.aty and performmg status thro}lgh debt restructurings.
We have in the past year tried to help many farmers who are having financial diffi-

culties by lowering interest rates, participation in FmHA programs, other interest
buydowns and deferring interest. These are ‘decisions that have to be made and
worked out with sach farmer on an in

C , vidual basis and are best done by our loan
officers working with that farmer dlrectly Just this week we have signed an agree-
ment with the State of North Dakota to provide up to $400 million in a loan partici-
pation agreement tn help that state’s farmers. We_are currently working with the
State of Minnesota 01 a_similar package. We also support and need federal legisla-
tion which_will provie for debt restructuring and interest rate buydowns. We will
stay with those borrowers who have a reasonable chance of making it. But very hon-
estly, there are some producers who simply. will not because they can’t make their

paymenfs regﬁdiesﬁ of what we mxght do. A8 a farmer myself that is hard for me
to's’éy'

pectmg -more than we can gwé and more than we ever-intended to- prowde

We also intend to be competitive on interest rates in order to keep our best bor-

rowers. We'll make use of differential interest rates, in spite of the difficulties this

causes because the same rate is not available to everyone. Keeping our best borrow-
ers to us makes good, usiness sense.
to be an easy one for Farm Credit or farmu‘s, either locally
or_nationally. We will, however; do our part to operate our district in as business
like manner as we can;, with a commitment to keep as ‘many farmers on the land
and. farming as i3 possible; hoping that we can continue to manage our financial
problems with our own resources, _ __ .
Thank you and I'll be glad to try and answer any questions you may have at this

txmgi B o o
The CHAIRMAN. Mr. Johnson.
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STATEMENT OF RONALD V JOHNSON PRESIDENT FIRST
NATIONAL BANK, JACKSON MN

Mr. JoiNsoN. Hon. Congressman Weber; Hon. Chairman Gray,
distinguished congressional committee members, and Congreseraan

Penny COngressman Weber, I wxsh to. express my thanks to_you for

southern Minnesota:

~ I am a banker, an agr1cultural country banker All my life 1

have been involved with agriculture. I love rural America. -
Agriculture has a.lways had problems, probably always will have

problems. However, in the last 4 or 5 years these problems have

developed into_the likes of which we may not have ever experi-
enced before. Interestingly, the media started off with the farm
problem, then it became a farm crisis; and then it became a rural
crisis; as your committee is referring to it today I am saying,
before it’s through, we may have a national crisis. [Applause:] -

Individuals; neighbors, groups, entertainers with the Farm Aid
Concert, Phil Donahue show in Cedar Rapids, we had the Dan
Rather. show and the CBS News in South Dakota, all trying to
draw the attention of this great country to the farm problem, the
rural crisis:

Truly there is a rural crisis. You know, 1t has been sa1d that 1f
you can. identify the. problem, you have a reasonable chance of solv-
ing it. The problem is lack of profitability. [Applause.]

As a country banker, I probably have a perspective that no one
else may have. I understand the position of the farmer who is 59
years old and stands there with tears in his eyes and says, ‘I'm

broke. What else can I do?’ Or the young man; the young “tiger,”
who went out and aggressively bought land and now has a debt
load that is unmanageable.

_ I also would like to talk about the good farmer that does not

have any debt at. all I can think of one . part1cular example of a

better retiirn for h1s 1nvestment [Applause]

Al that proves is that it’s not just interest cost. It is lack of prof-
1tab111ty -

“There are those who have taken the position ‘“let the chips fall
where they may,;” that kind of survival of the fittest philosophy. I
have to admit that I, too, feel we should balance the budget. As I
git there and tell my rural customers_you can’t spend in order to
survive, you, too have that particular item to face:

. I happen to feel also that our Government has an obl1gat1on to
help solve this particular problem becaiuse you helped create it.
[Applause:]

Agriculture has been used over the € years to balance our tr;ade to
deal with oth-r countnes by embargoes; and to have the cheapest
food of any country in the world. Truly, the price of an approach of
doing nothing may be the most costly approach: It can’t be meas-
ured in just dollars for the loss of people’s productivity; their digni-
ty, their pride, their sense of worth—and yes, even the loss of life
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can’t be measured. The social impacts of this particular situation
will be feit for many generations to come. o
The State of Minnesota is alrezdy dealing with the declining rev-

enue. Next will be our county government, our cities, our schools;
our social organizations, churches and the like. I even understand

the proposed congressional budget may even do away with a por-
tion of cur extension andour4-H. =~~~
Now; I have never been too vocal about military spending; but if
you think military spending is untouchable, and we're going to
take away such things as rural extension and 4-H and programs
like that, then ysu have another think coming, and that think will
come from our votes. [Standing ovation:] @ S
I'm sorry. You haven’t heard the best part yet. [Laughter.]

. Many of the things that need to be dene to help bankers will also
heip farmers. Today I ask four specific things that I would wish
you would consider: =~ = S , o

__First of all, we need to stapilize real esiate values; extend the

time the banks can hold the real estate; so we don’t dump it all on
the market at one time, further depressing the price and driving

more farmers out of business. . S - - S
_. Second; we need to stabilize bark capital through loan loss amor-
tization. Banks need time to absorb their losses, so they can contin-
ue to work with their borrowers and save their community. By al-
lowing us agriculture bankers to spread the loss over a 10-year
period, this would give me an opportunity to work with and more
quickly amortize the debt that is out there—the dead debt issue,
that debt that will probably never be repaid: === = == . .
Third, retain existing tax laws. I understand that the House has

already passed tax changes that would limit the carryback for 8
years to allow the losses to go forward for 15 years;, I believe it is. I

wish that you would reconsider and leave it as it is, because some

of the banks have not recognized their position and taken the

action they need in addressing that and they'll lose: -~ = = =
Fourth, loan loss reserve. Change the IRS code. Isn’t it ironic

that I sat there a few _years ago in the seventies and they said,
“Hey, you can have a 2.4 percent of your debt put into loan loss
and subtract that out from your IRS.” Today I've got 0.6 percent.
I've got the regulators standing on one side saying ‘“Raise your
loan loss reserve” and I've got the IRS saying, “Hey, but you can’t
have any more; you can’t take any more credit.” = == -

Gentlemen, I remind you, that these things that I'm asking will
not affect the cost of the budget. You don’t have to spend. All you
have to do is just act. You have already seen fit to deal with the
savings and loan industry and help them somewhat stabilize their
capital. You have taken sSome Steps to assist the Farm Credit Ad-

ministration. Today I'm_asking that you do the same for those of us
that are just plain country bankers. [Applause.]

In closing; T remind you that when the farmer hurts; the whole
commiinity hurts. Jackson has recently lost a lumber yard, a bowl-

ing alley; and last week we lost our last implement dealer, three:
We have a hardware store that’s closing out and will be out of busi-

ness_before month’s end. All of these are major. businesses in a
small, rural community and represent substantial job loss.
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_But more importantly, let’s think about people. Friends, neigh-
bors, employees, people I sit with in church on Sunday, people I

have coffee with, the stress is like a black cloud. There will be sur-
vivors. 1 believe that Jackson, MN, will survive. My bank will sur-

vive. There wil’ be farmers and there will be businesses, and_ =
rural community. However, I pray that you and the rest of the

leadership in this great country will respond. to the cry for help

from the farms and Maiin Street of riiral Anierica.

~ Mr. Chairman and committee members, I thank you for your at-
tention. [Applause.] )
[The prepared statement of Mr. Johnson follows:]

PREPARED STATEMENT OF RONALD V. JOHNSON
- Honorable -Congressman Weber, Honorable Chairman Gray and Distinguished
Congressional Cemmittee members. e
- Congressman Weber, I wish to express my thanks to you for arranging to bring
this most important Committee to Minnesota. Your presence here today is another
way for people to partic in the democratic process. _ . .
I am a banker. An agricultural, country banker. All of my life I have been in-
volved with agriculture. I love rura! America. _______. ... _ = ___ o
___Agriculture has always had_problems and_probably aiways will: However; the last
four of five years bave developed into. problems the likes of which we may not have
experienced before. Interestingly, the media started out by referring to a “farm
probleny;”_then it became a “farm crisis,” Over the. past year it. has been called a
“rural crisis,” as your Committee refers to it. I would like to say that in my opinion
before we are through it will be a “national crisis.”! .- — - .
_Individuals, neighbors, groiips, entertainers with the Farm Aid Concert, the Phil

Donahue show in Cedar Rapids, Iowa; Dan Rather and the CBS news in South
Dakota-—-all tryifig £0-brifig the atteniion to this great nation of the seriousness of
the problem in riral America. - - e
- Truly there is a rural crisis! It has been said to acknowledge or identify a problem
is the first step in solving it That problem is lack of profitability. ~~ ~ =~

As a country banker, I happen to have a perspective that no one else may have. I

understand the position of the farmer who is 59 years old and is broke—with tears

in his eyes and he cries out, “What will I do?”” Or the young tiger Who aggressively
bought land in the 1970’s and today has an unmanageable debt joad, Or let's consid-
er the farmer who has absolutely no dent. A good operator—one that I think of has
a _net worth of $800,000._He lived very_modestly last year and increamsed his net
worth $12,000. Yes; he’s getting along—but it points out that even without any in-
terest costs there still isn’t profitabitity. . o o o
__There are those who have taken the position that the solation is to let the chips
fall_ where they may—a kind of survival of the fittest. philosophy. And.I have to
admit that I, too, feel our Government must balance its budget. And, as I have to sit
an;lj tel'l my raral customers you ¢aii't spend in crder to siirvive—yoii, too, have that
to face!. ]

productivity, dignity, pride—the sense of worth and yes, even life itself can’t be
measured. The social impacts of the rural crisis will be felt for many generations to
come. o
__The State of Minnesota is already dealing with declining revenue; nnxt will be our
County government, City, schools; social organizations; such as churches; etc. T un-
derstand the proposed congressional budget cuts would do away with County Exten-
sion_work and 4-H programs, Now; I_have never been too vocal about military
spending—but if you think military spending is_untouchable and we’re going to take
away help for_these people in Rural America by cutting our Extension. and 4-H—
there will be a lot of us that may get pretty vocal with our votes. Just like Main
Street, a%’icultural banking can be profitable only when the Agricultural economy
is profitabla.
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.. Just as the farmer needs ,,,h,elE.,t,he,,rural,ccmmunity,b,anks,n,;eed,help.,Manx of the
things that need to be done to help bankers through these times will also help farm-
ers.
.. Today I would ask iour spearfic things that rural banks need. They are as follows:
(1) Stabilization of farm real estate vslues; (2) Stabilize Bank Capital; (3) Retain ex-
istirg tax laws; and (4) Change Loan Loss Reserve IRScodes. __ _ .
The objective of these proposals is to provide those banks and farmers wha have
the potenti (.;2 survival with the opportunity to return to profitability. Let’s briefly

items.
__1. Stabilization of Real Estate Values—Extend the time that banks may hold reat
estate so that all of this land would not be dumped on the market at one time; fur-
ther depressing prices and consequently breaking more farmers. . __ . __ _
_,.2. Stabilize Bank Cnpital—Banks need time to sbsorb their losses so they can con-
tinue to work with their borrowers and serve their communities. By aliowing coun-
try agricultural banks to spread their loan losses over a 10-year period. This would
not cost cthe government and would allow banks to assist in restructuring agricultur-
al debt. The dead debt issue—that debt that can never be repaid i1 this environ-
ment
3. Retain existing tax laws that permit banks to deduct net_operating losses
against income from the past 1¢ years as well as to carry forward losies for the next
§ years. (I understand the House passed tax changes that would limit this carry-
hqck,a%i,li,ty to 3 years; but allow losses to be carried forward for 15 years:) Please
recon: er. - o
4. Loan Loss Reserve. Change the IRS code.—in the seventies I couid_take over 2.4
percent of my eligible loans and put into a reserve. I could take a reduaction for that:
I had to book this, and it had to agree with the tax charts. What this did was to give
the bank a very high reserve at a time the bank did not need it. Today we're at 0.6
percent, a _moving average experience rate—so now _when _the_reserve is n
most; the IRS is not giving me any benefit or incentive to increase it. So on. tlie_one
hand we have the regulatory agencies saying “Raise your reserve” and on the other
hand we have the IRS saying “You can’t use it from a tax positiom’” L
__May ! remind you that these things I'm_requesting will not affect the cost of the
budget. You don’t have to spend;_just act, You have already seen fit to help the sav-
ings and loan industry in stabilizing their capital; you have taken steps to support
the Farm Credit System. I ask_that you do the same for us country bankers.. . .
. In closing I remind you that when the farmer hurts the whole cor murity hurts:
Jackson has recently lost a Inmper yard; a bowling alley—last week we lost our last
implement dealer—anc a hardware store is closing out. These were all major busi-
nesses in our community and represent substamntial job loss. But more importantly,
let’s_think about people—my friends; my neighbors, my emgployees—people I sit by
in church on Sunday, people I have coffee with. The stress is like a black cloud.
There are and will be ‘survivors. I believe that Jackson, Minnesota, will sarvive
That there will be farmers and business—a raral community. I pray that you and
the rest of the leadership of thi~ great country will respond to the cry for help
coming from the farms and Main Street of rural America:

Thank you for your attention:

The CHAIRMAN. Next we sliall hear from Paui Sobocinski.
STATEMENT OF PAUL SOBOCINSKI ON BEHALF OF
GROUNIjSWELL B B

Mr. Sosocinskl. Good afternoon, Chairman Gray, Congressmen
on the House Budget Committee, Congressman Penny, and my
fellow farm friends. . = . . . . , T
T would like to begin today by thanking you and your coinmittee
for coming _here; Chairman Gray. I would also like to thank Con-
gressman Weber for the arrengements he has made in regards to

this meeting. But I would particularly like to thank Congressman
Weber for the help that he has given Groundswell over the past

year in dealing with a large number of foreclosures and the prob-
lems that we have faced getting FHA loans.

1 would like to begin here today by telling you how I view the
present situation in Minnésota agriculture. First of all, I am a

[V

119



116
farmer. I farm 240 acres by Wabasha, MN. I have a farrow finish

operation of 1,000 hogs a year: I believe that the situation today is
as bad as the Great Depression of the thirties for the farmers and
businessmen of rural Minnesota. For:-closures are at a record high.
Thirty percent of Minnesota farmers are ir. severe financial trou-
ble. One-third of Minnescta businesses will close their doors in the
next 2 years or less if nothing is done. o

-_One of the most #larming things—we have talked about dignity.
Many farm families today do not even have enough money for food:
The people. that produce the food don’t have the mouey to eat.
There_are dairy farmers out. in our area milking 90 heaa of cows
that don’t have the money to pay the electric bill. Groundswell,

through others’ assistance; nas had to search many times for that
emergency money just to keep the electric going.

. Probably ore of the most upsetting things in the past year that I
nave served in terms of foreclosure chairman in Groundswell—and
that means working with the people that are being foreclosed—are
those whose property is being taken away by replevin, my experi-
ence yesterday: Yesterday, approximately 35 luw enforcement offi-
cers and highway patrolmen from 14 different coanties moved in

and took the cows and machinery from the Stanley Van lperen
family near Lake Wilson. Tley even came in with a tank called a

“people pusher:” Is this the kind of violence that has to be inflicted
upon our farm families due to the new farm bill: let alone the fact
that Gramm-Rudman is even going to take more? Are you aware
that law enforcement officials have now made the determination
only by the grace of God yesterday that violence was averted. By a
thread, it hung there. People’s lives ought to be more important
than the dollarbil.

I believe that the following positive steps must be initiated im-
mediately. No. 1, farmers should be declared citizens of the United

States wno are entitled to the legal process; No. 2, a good defense

Ieans a strong farin economic base; N¢. 8, Gramm-Rudman should

apply to arms; not farms. [Applause.] . .
I have with me today a factsheet that was done by one of our

directors in Groundswell from Sibley County. I briefly would like to
go over that.

It took the example of 127,000 corn acres in Sibley County, 70
percent probably enrollment in the program, leaving a balance of

approximately 88,000 acres of corn. Of those total farms, looking
again at a 60 percent participation; meaning 904 farms; if you take
those acres, -about 88,000 acres, you take that times 112 bushels, it
leaves 950,600 bushels total. B L
- You take that time the deficiency of approximately $1.03. It
leaves $10 million to that county. You take that times the Gramm-
Rudman cut of 4.3 percent; the loss is $440,000 to those county

businesses. Then multiply it next year with what Gramm-Rudman
has in mind for the farmers. It is simply not fair. =~ .

. No. 4; a decent.ciedit program: Everything up to this point has
been geared and talked about to bail out the Farm Credit System,

but not to help the farmers. [Applause.]
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The Farm Credit System has done mergers without stockholders’
votes. If you want to stop znd redice the tension ot here, and if

>ou want, to create the idea that people are going to work tozether
and we're going to sit down and wouk things out, you: don’t have &

policy 1n “he Farm Credit System that automatically skifts loan of-
ficers arourd so that cne lcan officer no longesr has familiarity with
the people he has done business with for years. [Applausz:] .

_ FmHA should be man-ated to give loans to farn:ers; not to har-
rass them. The United States lends monay 1o foreign countries for
practically no interest many times, with no harrassment. So why is

FmHA coatinuing these practices?
_In conclusion, in the past year I

working with farmess who are trying to live through their difficoit

problems. T have dealt with countless cases of potential suicides; de-

_have spent coantless hours

pressior; family abuse, and sadness. The answer that I must ask
you to pursue is simply a watter of compassica and justice—justice
through fair pricing for our rroducts. and justice through reopen-
ing the unfair, unjust, 1985 farm b: l,l:,LApplause-l e

Compassion through ,ufholdmg forebearance, debt restructuring,
and lower interest and lower taxes. Farmers cannot continue to
buy everything at retail cost and sell at wholesale. That means
celling at prices far below the cost of production. As we continue to
lose our farmers, we also lose our rural communities, and finally
you.see-the complete destruction of rural America. N
_ Thank you very much. I will be happy to answer any questions.
[Applawse.] -~ . S

iThe prepared statement of Mr. Sobocinski tollows:]

PREPARED STATEMENT OF PAUL SOBOCINSKI -

__Good afternoon Chairman Gray; Congressmen on the House Budget Committsc,
and Friends, . __ " . R . .
__I would like to begin by thanking you and your committee for coming here Chair-
man Gray; and I'd like to thank Congressman Weber for making the arrargements
that are making this possible, and for giving me the opportunity tc testify. Ground-
swell depends on Congressman Weber's office for heip with many of the difficult
problems we have to deal with on _an everyday basis. We are grateful for that help.
_..I.would like to begin today by tslling you how I view the present situation in Min-
nesota agriculture. I believe that the situation today i3 as bad as the ‘‘Great Depres-
sion of the 1920’s.”” Foreclosures are at a record high; 30 percent of Minnesota farir-
ers are In severe financial trouble. One-third of Minnesota businesses will close
:_cl:gér docrs in the next 2 yeasrs. Many farm families do not have enough money for

farm_families who are being foreclosed on_or whose machinery and.livestock are
being replevied by the lender. Yesterday, approximately 35 law officers and high-
way patrolmen from 14 different counties moved in and tock the cows and machjn-
ery from the Stanley Van Iperen familﬁ'isnean Lake Wilson. They even came in with
a “tank” called a ‘,‘peo;lw,lg pusher.” Is this the kind of violence that has to b inflict-
ed upon our farm families due to the new farm bill, let alone the fact that Gramm-
Rudman is even Egins, to take more? Are you aware that law _enforcement officers
have now made the determination that they don’t have to serve legal papers before
they come to take a farmer's property away? It was only by the Grace of God that
violence was avoided yesterday. =~~~ " "

I believe that the following positive steps must be initiated immediately:

1.-Farmers should be declared citizens of the United States who are entitled to

the legal process. _
2. A good defense means a strong farm enconornic base
2. Gramm-Rudman should ggply to arms, not farms. L
-4. A decent emex:gengy “credit” program. Everything up to this point has been to
“bailout” Farm Credit System, not to help the farmer.

1L2¥



.. 6.. FmHA shoild be man d to give Ic -to farmers, not to. harass them. The
United States borrows money to foreign coiintries for 1 percent interest with o har-
assment. So why is the FmHA allowed to continie these practices? - PR

In conclusion, in-the past year I have spent countless hours working with farmers
who are trying to live through their difficult problems. I have dealt with coiintless
cases of potential suicides, depression, family £buse, and-sadness. The answer I must
ask you to pursue is Eil’iiply—é matter of compassion and justice. - - .-

Justice tarough-fair pricing for sur prodiucts, and justice through reopening the
unfair, unjist 1985 farm bill. -. - . e - - I

Cdmgj’as’sibi’i through upholding forebearance, debt-restructuring, and lower inter-
est and lower taxes. Farmers cannot continue to buy everything at high retail costs,
and sell our products at prices far less than what it costs-us to produce it.-As you
continde to lose farmers so shall the small rural communities disappear, and finally
you-will see the complete destruction of rural America,

Thank yoa and I wili be liappy to answer your questions.

STATEMENT OF MILAN WISNIEWSK], STATE FARM ADVOCATE
Mr. Wisniewskr. I am Milan Wisniewski from Ivanhoe, MN. I

try to work things out and get things going for them.
. Today I want to speak to you on the FHA guaranteed loan situa-
tion. As far as farmers are concerned, it is not helping them in the
way it 1s supposed to. It does help the other lender in a way, in
that jt guarantees that they won’t take as much a loss of money on
that foan. In most cases, it ends ap with the farmer actually put-
ting two lenders in place for the farmer to have to work with. I
have seen czses where a farmer was given a loan and 4 months
later was shut down from doing what he was actually supposed -to
do, mainly because evidently the banker or the lender and the
FHA didn’t agree on some of it and the farmer got caught in the
middle of it. Actually, what haprened was the farmer ended up in
a foreclosure situation in which the loan was supposed to help keep
him out of. : . ) . L .
_Also, in most cases, when I see these guaranteed loans, the
farmer is having to pay a 1-percent interest cost to FHA to get this
loan, and at the bank he ends up paying the high-risk lender’s.rate,
which this loan is supposedly putting him in a better condition
with that lender, but he ends up paying the high-risk interest. No
way is this helping him a bit. =~ . o o
Another thing is I don’t feel that any farmer today should have
to be sitting at these high interest rates when in Jots of cases we're
putting out grants to other countries, loans for 2 percent, and our
farmers are sitting here paying one of the highest interest rates of
any business around. I think we should be able to put FHA; in
their direct loans, somewhere between 3 and 6 percent and use the

direct loan, where we can_have some money coming intc the com-
munity; going into the bank, and helping to help that bank
through the community, whereas on a guaranteed loan the bark is
actually taking it out of its pocket and FHA is giving the bank a

slip of paper saying they're guaranteeing it and no extra money is
put into the communitytnhelp.

The next thing I think we need on this is debt restructuring;
which FHA can help with. Biit we've got to have a floor price on

that farm product; a floor price that’s liveable and profitable, so

Do
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that we can restructure this debt load, too. If we can'’t restrictire
this debt load to a floor price—I have worked with people for the
last several years in restructuring their debt load, and they are
back in trouble today because of what the farm price has done:

Until you get a floor that that farm.price can’t fall below, you’ll
never be able to restructure this debt load.

__ Also, I feel FHA, i1 some cases; or in a lot of cases I have seen,
the FHA supervisors do not seem to be doing their job to help with
this thing: If they would do the job that they’re supposed to do, to
help keep that farmer on the farm, instead of trying to figure out
ways of how they can hinder him; we could work a lot better sitiia-
tion. .

I think in this particular situation that Congress has got some
responsibility, since this is a Federal program. I think they should
be able to put some severe penalties on some of these officials that
are refusing to follow the Federal code of regulations in their situa-

tions; and also to give the farmer the due process of law in these
situations. .

_ I have never read or seen anything that the FHA is to be a liqui-
dator. This is all we hear, all we’re reading in our papers; over our

TV’s and radios. lately; how they’re going to go out here and liqui-

date these people. FHA was originally started to keep the farmer

on the farm and to keep the communities together. I have not
found anything in the regulations where they should be a liquida-
tor. They are a lender of last resort and they are to help in a time
of need. Help the borrower become successful and graduate back
out to the commercial lenders again. .. .= - L
Also in the regulations it states that at any time that it is
beyond the borrower’s control and impairs his standard of living or
his family’s standard of living, that they are to work with him and

help him out and not liquidate him. o
_ At this time I will give you just a few examples. I have one case

in an FHA office. We have had this case in this office for a year

and a half for a young couple that’s been wanting to-get a loan.
Today we still do not have any response on that loan, The supervi-

sor was called just the other day on it and he says he hasn’t had
time to look at it. A year and a half on a loan? That’s a little bit
ridiculous: o L .

I have another one, an appeal in a State office. At this time that

appeal has been laying there for 75 days. This is an appeal on a
loan from last yearyet. e
I have another one in the national office; an appeal situation
that’s been there since December of 1985. These are ridiculous situ-
ations_to work under. I don’t see that FHA is doing what they're
there for at this rate. [Applause.]

That’s all I have at this time. o :

[The prepared statement of Mr. Wisniewski follows:]

PREPARED STATEMENT OF MILAN WISNIEWSKI
__Gentlemen you probably sit on the committee that has the awesome task of prop-
erly budgeting the revenues used to feed, maintain and defend our nation of 220
million people! Each of you were elected to serve a portion of that 220 million in
your district by those people. It is high time that you as a our elected representa-
tives began serving the people and not the Cargill’s, Chase Manhattans; and other
multinational conglomerate corporations and world money changers. If you do not
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immediately take very seriously the upheaval that is beginning in rural America

caused by these very corporations and money interests that are attempting to and
succeeding in starving a large portion of our 2 million farmers off of the land.

_By starving I mean literally starving people off of the land their forefathers
homesteaded and have worked for several generations, until we became the most

prosperous food producir g,gétifonio;n,thé face of the earth. This prosperity has van-
ished and farmers and their families are now being starved off by low commodity
prices and can no longer even feed their own families not to say anything about the

rest of this nation. The latest figures are that each of our 2 million farmers feeds 80
people. Somehow that means that only 160 million get fed in this nation. Where is
that gaint surplus we supposedly have? The only surplus around is a surplus of gar-
bage that these corporations and money changers are feeding you Congressmen,
which you seem ready to gobble up at every available opportunity. In a nation
where 60 million people would bg,,sta,r,ving if it were not for imported food why do
you appropriate money to take land out of production, lower commodity prices, and
further destroy the livestock and dairy industry of tkis country? The lobbying ef-
forts of these chosen few multinational corporations and International Monetary
Fund will destroy this nation’s food produci dg factory and will reduce our agricul-
ture system to one of serfdom and slavery ide

entical to the system in place in the
U.S.S.R. and other starving nation’s of the world if our elected representatives do
not deal with the needs of this nation’s primary and most productive segment of the
economy. U
_Instead of reading Committee on Economic Development reports developed by
these corporations and money changers, and passing laws such as the Family Farm
Liquidation Act of 1985, and bailing out the Farm Credit Administration so that the
International Monetary Fund can proceed with their 1935 Plan for American Agri-
culture; I would suggest that you remember how you happen to get your job and
represent the people who elected you for their best nterest. =~~~ .
__Only immediate and comprehensive action by you and your colleagues can avert
mass starvation not only in this nation but around the world. Only a massive plan
lize rure! iA)&merica will come to the aid of this nation. What can you do for

___First the American farmer has become so burdened with debt that he can no
longer function productively. An immediate stoppage of all farm liquidations is a
must.
__Second; a comprehensive debt restructuring plan must be implemented, writing
off and reamortizing thisdebtload. .
__Third; the FmHA needs a congressional mandate to implement this program so
that not one more farmer goes out of business and that those who have been forced
to leave have the opportunity toreturn. . _
__Fourth; a floor price on each and every commodity must be established that would
bring a fair return to the farmer in_order to cash flow a debt restructuring plan,
stop_falling land values, and make him a productive member of our economy. This
n can no longer afford the cheap food, low commodity price program that has
f th ills and other corporations at the taxpayers expense. A

floor price would immediately bring prosperity back to agriculture at far less ex-
pense than our current farm legislation,

Pl,e,men; new regulations and mandate that present regulations be followed to the

etter. Stiff penalties for abuses and violations of farmers due process rights must be

imposed on FmHA personnel. Presently we have FmHA personnel -aiding private

institutions in liquidating farmers and bailing out these lenders with FmHA guar-

anteed loans. FmHA officials and private lenders are cooperating-to make guaran-
teed loans by inflating property values to get large guarantees and then foreclosing

before the loan matures, bailing out the private lenders. Interest rates above those
prescribed by the Code of Federal Regulations are-being charged on these loans all

to the benefit of the private lenders. This program has become a major part of many
private lenders and the FCA. liquidation -plan in order to extract money that would

otherwise be lost from our government, Title 18, section 1014 of the United States

%’ijiminal Code imposes a $5000 fine and 2 years in prison for these violations of the

aw. - - - S e e - -
Congress needs to immediately rescind the-$6 billion bailout of the Farm Credit

Administration because of their refusual to-follow the congressional mandate passed
in Dec. 1985 in the name of the Farm Credit System Restructuring and Regulatory
Reform Act. This institution is proceeding with reckless- abandon to foreclose as
many farmers as possible in pursuit of the goals of their 1995 plan for agriculture.
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They.have opeiily stated that their goal is to use-their available reserves up as soon
and fas: as possible in order to get i&ijiii'}ﬁrtgi’lljonﬁbailpuft, _package implemented.
- These funds need to be immediately reallocated to implement a serious debt re-
structuring plan that will provide those who elect you an adequate food supply at
affordable prices. - ST e
Stopgap legislation needs to be immediately implemented to reestablish a sound
monetary base to aid in the recovery of rural America. Your colleagues blunder of
nearly 73 years ago is leading this nation to_certain destruction and must be re-
versed and-the management of our resources returned to the halls of Congress
where the Constitution says it belongs. Large influxes of money from low.r interest
government bonds must be used to bring back this country’s productivity in agricul-
ture and industry putting Americans back to work as taxpaying citizens instead of
nameson welfarerolls. . _ " _ .
__Unless our elected representatives act right now on_these matters the starvation
and unrest in_rural America will spread like fire into the cities of our country: The
legislation now in effect is_about to bring our food producing mechanism to. &
screeching halt in 1986, and without your quick attention on these matters the
money changers may succeed with their goals to to bring serfdom and slavery to oir
country. Thomas Jefferson once said that “By inflation and then by rapid deflation
the money changers will take the people’s property.” It's happening right now ac-
cross thie country. It happened yesterday 40 miles from here to Stan Van Ipereri

and family, All his property was taken illegally in violation of his diie process rights
guaranteed under the Constitution: Everything he has worked for, for 30_soinie years
was stolen_from him not_because he couldn’t make his paymients.but becaiuise his
property has supposedly deflated in value. Is this the Atnerica that our forefathers
envisioned? We really don’t believe it is:

The CHAIRMAN. Thank you very much. o

. Let me just say you have all been. very pointed, very “right to

it,” very clear. I don’t have any questions I want to ask you. I may
send you some questions in writing to get further detailed answers
fromyou. . :
. As chairman of the House Budget Committee, this is the largest
hearing that we have had this year. [Applause.] - o

That says something about the extent of the prublem and the
concern that you and this community and State have with regard
to the issue: I want to thank you for your testimony and I want to
thank all of you for coming and, by your presence; showing what a
great concern you have about these issues. Mr. Weber. @~

Mr. WEBER. Mr. Chairman, we are running very late and I would

like to ask everybody a lot of questions, but I think it is vastly
more important that we hear what they have to say than they hear
what we have to say. _ '
The CHAIRMAN. Mr. Lowry. i - i .
_ Mr. Lowry. Thank you; Mr. Chairman: I want to echo what my
friend, Vin Weber, just said. I appreciate the situation of the panel.
.1 would like to point out just one thing: I know Mr. Johnson
didn’t mean to say this; but Congress is not proposing the 57-per-
cent cut in the Cooperative Extension Service. That was the Presi-
dent’s budget that everybody on this panel voted down yesterday:.
There were only 12 people in the whole House who voted for it.
[Applause] = = ) ) )
I think you knew that. It came out as a congressional proposal
and that was a proposal of the administration and it got voted
dowm: _ — - - -
_The CHAIRMAN. The gentleman from South Carolina, Mr. Der-
rick. _ - - -
Mr. DErRrICK. Mr. Johnson, the chairman leaned over to me and
said, “Is that the man who wrote your speech?”’ You gave a speech
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close to the one I was giving before the Budget Committee yester-
day. The only thing is, before I leave this town I want a copy of it.
[Applause.] =
The CuaIrMAN. The gentleman from Michigan, Mr. Wolpe..
__Mr. Worrk. Thank you, Mr. Chairman. I think that of all the tes-

timony we have taken over the last several months, I think it was
probably one of the most effective panels I have heard.

“We have a tendency when we talk about the budget, to talk
about these numbers, and we frequently forget the people that are

behind those statistics: I think you have helped dramatize in a very
personal way the human meaning of what is happening. My only
hope is that the message you have conveyed today will be heard by
our colleagies in the Congress and especially by the gentleman in
the White House: o . L o

_Let there be no mistake about it, the issue we are debating today
is not whether or not to reduce the deficit; we are mandated under
law to meet a certain deficit target. The only issue is the priorities
that we have as a country and we have as a people and whether
we're going to put people first or whether. we’re going to put a lot

of “fat cat” contractors who have been ripping off the American
taxpayer. That’s the issue. [Applause:]

Thank you. ... . o

The CHAIRMAN. The gentleman from California, Mr: Fazio:

Mr. Fazio. Mr. Chairman, let’s just keep on going. I've had my
say. Thank you. : - o o

The CHAIRMAN. The gentleman from Minnesota, Mr. Penny.

Mr. PeNNY: Mr: Chairman, I want_to. respond to the comment
made by Mr. Johnson when he described the farmer with no debt

who was still facing a certain amount of financial distress because
of the farm economy and low Prices.

It reminds me of a guy who told me. recently that you can still
make a small fortune in agriculture; the problem is, you have to
start out with a large fortune: [Applause:] - A
_ I know we have another panel waiting to come forward, but I
have a question that either or both Mr. Ryan and Mr. Johnson
can answer. Given the fact that the Farm Credit System and our
farm banks are experiencing distress due to the income picture in
agriciltire, what do you project under the policies in this new
farm bill? . L o .
~Some people say it will stabilize the situation. Others of .us argue
that it s going to continue to slide. What is your prediction as to
what happens if we leave this-new farm bill in place? -

Mr. JounsoN. I have to ask you the question, Congressman; in
rebittal, in the sense that who really knows what the farm bill is
today? [Applause.] - L o o
- I'm sitting there with a Ph.D;, a master’s degree, and -two just
plain bachelor of science degree loan officers; some of the best that
I think I can find. They’re trying to interpret what is coming out of
Washington today and they’re having one heck of a time in trying
to develop cash flows for these people because they don’t know
where you’re at. Here it is, we're less than 30 days away from
going to the field. I've got problems and. that’s. it.

Now giving you a straight answer, if we have bottomed out, I
question it. You have talked about land values, you have talked

[qo)
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about grain: I have not seen the fore yet. I guess I'm v:icomfortable
with the projections I'm sitting there trying to have my officers

come through: So I'm not comfortable today with the bill:

Mr. PENNY. I certainly share your concern.

A related question. Given the uncertainty. of what we are to
expect. under this farm bill, and the fact that all the regulations
and all the answers aren’t out there yet; where do you sit in terms
of loaning for operating expenses, compared to where you would
normally be at this time of the year? How many of your borrowers
norm;r;ﬂly know where they stand right now compared to past
years? ____ . _ ... _ . ) L
- Mr:. JounsoN. The great majority of my borrowers do. I still
have—I have been sitting here the last 2 or 3 weeks working with
specific cases; where they probably will not be farming in 1986: I
can think of two or three of those. = =~
.. To give you somewhat of a tone of what we’re finding, like I say,
I'm just a small independent bank in southwest Minnesota. Of the

first 125 financial statements that we took of farm borrowers, less
than 38 percent made any money last year. Now, that’s got to tell

you what the direction is: So if the man was already in trouble
going into last year, and he finds himself still in trouble, we’ve got
very serious problems:. . . - o
_We're trying to work with our borrowers. You can’t just classify
them all in one run. We are trying to take them individually and
trying to develop the pattern. In some cases it takes a lot of time
and massaging to get them to recognize that “Hey, it’s futile.” We
sometimes do them a disservice in allowing them to go on. I have
been guilty of that, in working too long. } o
- I'm sorry. to take to take so long in answering your question, but
that’s the kind of picture that’s out the-e—and I think I speak
pretty typically for the banks down here in this corner of the State:

Mr. PeENny. Thank you. = o o

The CHAIRMAN. We want to thank this panel for their testimony.
__ We now call Hon. Jim Nichols; the Minnesota State Agriculture
Commissioner, to.the witness table: He has arrived and we’re de-
lighted he was able to makeit. = .

Before you proceed, Mr. Commissioner, unfortuiiately, Congress-

man Wolpe and I will have to leave prior to the conclusion of your

testimony and the testimony of the next panel. I want to say I will

very carefully read your testimony as well as that of the next
panel: I will turn the gavel over to Congressman Lowry, who is the
most senior member of the Budget Committee on the majority side.

. I want to_take this opportunity to thank €Congressman Weber for
inviting us to come. It has been an eye opener. I also want to thank

€Congressman Tim Fenny. for joining us: Although Congressman
Penny is not a member of the Budget Committee, those of us who

know him in Washington know that he has a very keen interest in
budgetary matters. [Applause.]

So we are delighted to have come here today and be with two of
your Représerntatives, Congressman Weber, Who serves ably on the
committee; and Congressman Penny. = = o .
__Before you begin, Commissioner Nichols, I am a city boy. I come
from a place caﬁg:i Philadelphia;, PA. However; there is one thing
that this city boy knows, we don’t grew food, or we don’t produce
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milk in the supermarket. It comes from places like here. [Ap-
pagse;
.. When we were on our hearings last year; a farmer said some-
thing to me that struck me, and I want to leave it with you. We do

have a crisis; and it’s not just a rural crisis, but it’s an American
crisis. Without a strong, productive rural agriculture sector of our
economy, we’re not going to have a defense or a society. The
farmer was from Jonesboro; AR; he said, ‘‘Congressman; when
somebody in your district loses a job, he goes home, thinks about it,

mulls it over; goes to sleep; gets up the next day and determines
what he’s going to do. But when you're a farmer, and if you lose

your job; you don’t have a home to go to because that’s gone, too.”
That’s a big difference. == . L

I want to let you all know that this committee will be doing ev-
erything possible to ensure those priorities are the right kind of
priorities from the Budget Committee. This will ensure that the
people in communities like Worthington; MN, who are the back-
bone of this Nation, are not written off by the powerful folks who

think it’s unimportant; because you're darned important to this
Nation. =~ .
Thank you very much. [Standing ovation.

Commissioner; I invite you to begin.

STATEMENT OF JIM NICHOLS, MINNESOTA STATE AGRICULTURE
COMMISSIONEX ]

__Mr, NicaoLs. I think that the audience should also know that
Chairman Gray, along with Congressmen Weber and Penny, voted
with us; I believe; on every vote on the Harkin farm bill. We never
lost them on a single vote. [Applause]

I think there were other members of the committee who also
voted with us on every vote, so we thank you for that.

I have to be brief here. If any of my neighbors are here from
Lake Benton or Pipestone, I néed a ride to my farm because this is

thejend of the line for Mesaba Airlines and I'm stuck here: [Laugh-
ter.
Please don’t leave withoutme:. - .. . o
__Just one other quick thing that I think is signficant of what is
going on in this country. Jim Wycorf from the local radio station
just told me that the Departm:ent of Commerce and_the FDIC just
closed the Lamberton Bank. For those of you from other States, the

community made a determined effort to save that bank; threw in
community money to save the bank, if you can believe that. Yester-

day the president of the bank said we’re just not going to make it
He had been a good banker; generous to his farmers—some could

say overly generous—but he¢ just couldn’t stem the tide of farm
foreclosures. - L o o L

- So we just lost another bank. We have lost several already. We
have 48 banks on the trouble list. I don’t know if any of those 48
banks can survive. I hope that somebody pointed out to you on the

way into town that 80 businesses in Worthington closed in the last
year. We have lost 150 implement dealerships in 2 years; in Minne-

sota and South Dakota, and the list goes on and on. It’s not just a
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farm problem, it’s a rural problem and actually it’s become a big

bank problem as well,
~ The Goverrnor and I were meeting w1th the house and senate this
morning—our legislature adjourns in about 4. days-——and we arc

puttinig together a plan which I hope passes. We're going to_ spend

about $200 million to restructure farm debt in Minnesota: We don’t
have the money. Like many States, we're having a decline in reve-

nues; but agriculture is the biggest mdustry in Minnesota and we
can’t afford niot to help the farmers in this State or we're going to

be in a lot of troubie:
I want to speak about some spemfic bills that are before the Con-

gress. Last week you passed legislation that would correct some
problems we had with the base and the yield. USDA tried to cheat

farmers out of their proven yxelds and reduce the. base That cor-
exactly what was going on.

But you took the $850 million that they were cheatmg us out of
out of export credits, the bonus bushel program. The reason our ex-
ports are falling is not because the farm price is_too high. The farm
prices in most cases are at a. 10- or 15-year low. It is the overvalued
American dollar that is killing the farm_exports; $5 beans. in
Worthington today cost $7 in Canada, plus freight, and $9 in West
Germany. Two-thirds of all the soybeans we grow are exported—this
is corn and bean country here, 40 percent of everything we grow.
The Reagan deficit and the overvalued dollar have destroyed the
farm export. market. We have an embargo on all nations with

exports now because of the overvalued dollar.
One of the ways to offset that was the bonus bushel program.

You can use what we do best, produce: Take our surplus production
and give it away as a bonus bushel. But last week you took $850
million out of that $2 billion program, virtuaily gutted it, and the
Secretary won’t 1mplement it anyhow because the State Depart-
ment says we can’t put subsidies_into Russia. “We don’t want to
help them Commies.” Somebody should point out to the Secretary
of State that every one of the 530 million bushels that we sold to
Russia last year was subsidized with the 48-cent-per-bushel defi-
ciency payment.

In addition, Treasury says we can t put subsidized beans into any
couritry we might compete with like Brazil becatise they might de-
fault on their debts. We have to have an across-the-board mandat-
ed bonus bushel program that’s funded.

We don’t want your sympathy here today; we don’t want your

subsidies. We just want a fair price. [Applause.]

. There is nothing wrong with Minnesota that $3.50. corn; $8
beans, and $15 milk can’t solve, and that’s the truth. [Applause.]

Another bill that you just passed a resolutlon for and will be
pending again, we need credit. Private_credit is in many cases no
longer available because farmers can’t cash-flow $1:80 corn and
$2.30 wheat. It’s just not in the cards.
~ FHA is out of money. Virtually every county. office in this State
is out of money and direct loan moneys, and in a neighboring
county we’ve got 255 farmers on a wa1t1ng list—and I suspect that’s
true in most counties. They couldn’t process 255 loans if they had
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the money; which they don't. We need credit to get the crop in the
ground. I . , .
The best, cheapest, andquiCk'est way to give us credit ic to ad-

vance the Commodity Crédit Corporaticn loans. We get it through

the local county AFC office. It’s cheap and it’s quick. You passed a
budget resolution last weeX urging the Secretary to advance these
loans. The Senate did the Same: You said in the 1985 farmi. bill that
the Secretary “may” adv2hce CCC loans if adequate credit is not
available. I'll tell_you, ad®quate credit ain’t available. [Applause.]

_Unfortunately, Mr. Lyn8~and I imagine the boss told him what
to do—refuses to advance any of this. money. This is not going to
cost the taxpayers any mOley. When I participate in the farm pro-
gram; I get the loan anyho% ‘in the fall. Yoa can’t stop it: It’s auto-
matic. If I'm in the farm program I automatically get the CCC
loan. All we're asking for 1§ to advance half of that money in the
spring. We'll pay the inter®st cost, which today is 7% percent inter-
est. It’s not a subsidized intsrest rate; that's the Government’s cost
of money, that’s the bond rate today. If you were to pess that, it
would make $600 mijllion AVailable to Minnesota at 7% percent in-
terest. We get in the field if you go back and do that.
. We need one simple_thing for you to do. You have to change that
word ‘‘may,” where the Secretary “may” advance these loans, to
“shall.” That’s what we né€q right now. So go back to Washington
and do that: [Applauge:] ... - S
a,I,t,éiiii’t going to work with “may” because the guy isn’t going to

o.it: o U _ . )

_ I have appealed to Vin Weber before and have said, ‘“Vin, you
have chaired the Presidents reelection committee and I know you
have some influence with the guy.” Tell the President and some
other conservatives—— } o ,,

Mr. Weser. He listens t0 e real close. [laughter.]

__Mr. Nicxots: I think if €nough conservatives were to go to the
President and say “We haV$ to have this money”’—I know you un-
derstand this problem; but !'ws not sure the President does; and I'm
not sure Mr. Lyngdees. = =
Very quickly, you set my Brice of Corn, wheat; soybeans; milk, ev-
erything I produce, you set it with the loan rate. When I combine
my corn in the fall; T get tWo choices: I can take it to town and sell
it, or I can put it in the pil§, There’s nothing else I can do. When
the wagon 1s full; it goes ¥0 town or in the bin. Pm not going to
take it to town in the fall Pecause the price i¢ too low. If I put it in
the bin; I have got to get 2 lpan to pay off my operating loans for

the year. You can’t get it Ifom private sources because most bank-
ers will loan you half as mUch_as you need as long as you’re worth
twice what you're askjng for- [Applawse] =~ =~

To solve that problem, UOhgress, 94 years ago; created the Com-
modity Credit Corporation. It sets the loan rate, Last year on my
farm the loan rate was $2.9%. Now; obviously, when I got $2.33 on
that corn in th. bin, I need at least $2.33 to take it out of the bin.
Everybody in the whole world, Cargill on down, knows that. What
do they happen to pay for .Corn? On a good day, $2.35; $2.14 on a

bad day. When you set the Oan rate, you set my cash price of corn:
Now, what is it at my farm the next year—$1.62, What are they going

to be paying at the local eléVator next fall— $1:62. The same is true
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the pr1ce of milk: You're paying $11 .43 in Minnesota today, but a
Florida producer gets $15.80. When we had that price cut; the price
in Florida 2 yearswagc was $16:60. The Southern guys never took a
$1.50 hit:

- When you cut the pr1ce of milk to the farmers, it was always
kind of interesting that you didn’t cut the Covernmert’s purchase
prlce of m1lk You cut 1t $1 50 1n M1nnesota, wh1ch cost us $165

cery stores You had a problem w1th too miuch milk, and Senator
Boschwitz and others said the solution is to cut the price.. What
happened? Farmers did what they had to do. They produced more

mitk to make up for the lower price. It hurts the taxpayers; the
farniers, and the consumers.

Now we have this little Gramm-Rudman bill that was going_to

cut the purchase price of commodity surplus milk 4.5 percent. The

processors didn’t like that. They happen to be AMPI, the No. 1
seller to the_ Federal Government;, and all the other co-ops who
have that big PAC money, they went to you aud said “We don’t
want to take this 4.3 percent hit under Gramm-Rudman. We've got
a better idea. Let’s assess the farmers 10 cents a. hundredwelght ”
A great idea. I haven’t heard any farmer yet that liked it.

‘Thanks to the inflience of the PAC’s and Tony Coelho—as far as
I'm concerned; he was bought by the PA€’s; they own him; the Na-
tional Milk Producers Federation—you passed that 10-cent assess-
ment:

Another thin’g Tony and some others d1d to”us you mandated in

the 1985 farm biil a $4: 18 class 1 di‘crential for a Fiorida producer
and $1.20 in Minnesota. That price of milk is going to go to $9 in

Minnesota in 2 years an! $18 in Florida: It's bad enough that you
set the price, but you dor. « éven set it fair. [Applause.]

You can solve that problem:

Two more quick things. Last year, in 1984 we had $3 6 milliori 1h
direct FHA loans. President Reagan, as he is want to do, decided to
privatize FHA and whatever else he’s selling off at the moment. So
you reduce that to $1.5 billion in direct FHA loans, over a $2 bil-
lion reduction. He decided to force us into the guaranteed route.
You didn’t make enough money available ici loan guarantees os
well: FHA loans money directly at their cost of money, which last
year was 10V percent. When you force the farmer to go the guar-
anteed route; he’s got to_go to the bank and borrow tI%e money. at
their interest, and then he's got to pay a l-percent administrative

fee. We're talking about 15 percent money now.

As a taxpayer; you don ’t protect me by guaranteemga loan. If
default on the loan, you're out whatever I defaulted on,_ whether
you loan it directly or whether you guarantee the loan. All you did
with that program was help the bankers. I call those bank pro-
grams, not farm programs, and I resent the fact that some people
try and pass | that off as a farm program. We need direct FHA
mon?‘yl lor we’re never going to be able to get a crop in the ground
this fa
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I had better quit. It’s been a long day for all of you. I have more
testimony here. e
.. But the President has decided to eliminate one-third to one-half
of the farmers in this Nation, and sometimes it appears that the
Congress has neither the will nor the backbone to resist it: [Ap-
~ Thank you for coming here. We need your help. Don’t forget us;
because we’re not going to forget iou. Thank you. [Applause.]
[The prepared statement of Mr. Nichols follows:]
PREPARED STATEMENT OF J1M NICHOLS B

. First of all; I want to thank the members of the comimittee for coming to Mitineso-
ta; and I would 1tke to commend Congressman Viii Weber for bringitig the commit-
tee here today..I also. want to thank Congreesman Weber for his votes for the
?ﬁrki" farm bill and the members of the committee who also siipported the Harkin
In the 1981 farm bill, the Reagan administration promised that: (1) farm iicome
would increase, (2) farm exports woilld.increase; and (3) taxpayer costs woilld be re-
duced. The 1981 farm bill proved to. be. the worst. disiiter for farmers since -the
Hoover.era as farm income drooped to depression levels, farm-exports dropped by
almost 35. percent, and taxpayer costs ificreased more than 2'% times. The 1985 farm
bill repeats all. of tliose mistekes. [T S o L
_.We have a desperate need for éredit in Mintiesota. At this moment, thousards of
Minnesota farmers have not yet secured spring planting loans. Private lenders are
tﬁg‘i‘iiﬁg down farmi loans, because farmers cannot cash flow $1.80 corn and $2.30
wheat: o S o R o

Congréess sets the cash price of graifi wheii it sets the loan rate. When I combine
my corn in the fall, I have two choices;.I can-take the corn to town and sell it when
the price is low, or I can put it in my bin. If I put it in the bir I need to secure a
oan to pay off miy farii operatinig expenses. Those loans are ncc availeble from pri

since a typical banker will loan you- one-half as much as you need as
long as you are worth twice as much as you are askingfor, - - -
- Last year’s loan. rate for corn on my farm was $2.33 per bushel. Since I have to
have at least $2.33 tefore I can tike the corn-out of the bin, that is almost exactly
what the local elevator is paying. Next year’s loan rate is $1.62 in my county. Need-
less to say the local elevator will be paying $1.62. Nobody can cash flow 31.62 corn.
-As private lenders turn down farmers, they line.up at the local FmHA : Hices. As
of three days ago, 255 farmers were on a waiting list in the neighboring county and
1 sitspect-the lists are tho same in most counties across the United States. Worst of
all, the-FmHA is totally outof direct operating loan monies. In 1985, Congress set
agside $3.€ billion for direct FmHA loans. This year that has been reduced to $1.5
billion. The Reagan adminisiration has tried to force FmHA to guarantee loans at
loczl banks. This forces the faimers to pay the high interesr rates at local banks, in

addition to the one percent administrative charge by FmEA. The taxpayers expo-
sure 1s-exactly the same in the event of default whether the !oan is-guaranteed or

made directly. Guaranteed loans are more likely to fail because of high interest
costs. Now Senator Boschwitz has introduced legislation that will spend $290 million
of taxpayers’ money to buy down interest rates for FmH.". loans at the local banks.

Why not make the loans directly and save the taxpayers $290 million. .

In the 1985 farm bill, Cengress specifically states that the Secretary of Agricul-
ture inay make advance Coruaodity Credit Corporation (CCC) loans if adequate
credit is not available. Both the House and Senate last week passed resolutions
urging the Secretary-to-use this provision of the farm bill. Secretary Lyng has re-
fused to go along with the will of the Congress saying it would set a precedent. We
have literally thousands of farmers without spring planting loans, some don't even

have money to buy groceries, and Secretary Lyng is worried about setting a prece-
dent. Presidcnt- Reagan could solve our credit problems immediately by telliug the

Secretary to release these advance loans which would make $600 million available
to Minnesota at the government bond rute of 7% percent interest. This would cost

the taxpayers no-additional money, since all farmers who participate in the farm
program will receive these loans in-the fall anyhow.

I think that Congressman Vin Weber, as chairman of the Reagan election com-
mittee in Minnesota, should -use his influence to force the President to release these

monies. If Congressman Weber has no influence in Washington, then we have no
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use for him here in Minnesota. If the President refuses to help farmiers in this
credit crunch; then it is incumbent upon the Congress to pass legislation that will

mandate the Secretary to release these monies. I am asking the members of this

committee to do_one simple thing when they return to. Washington. Change- the
word may to shall and force the Secretary to advance these CCC loans. We don’t
want your sympathy here in Worthington today. We want action. in Washington.
 The Democrats are no better than the Republicans on this farm issie. Thanks to
Tom Foley and Kika de la Garza, the farm bill that passed the Democratic con-
trolled House was no better; and in some cases, worse than the one passed by the
Republican_controlled Senate. We need to eliminate deficiericy payments and et
ivan rates at the cost of production: We need to manage our prodiiction-so-that-we
no longer produce huge surpluses: We need to offset the overvalued- U.S. dollar
caused by the Reagan deficit with bonus bushels to rediice our export price. -
_ Minnesota is the fourth largest dairy state in the Union. Thauks to Senator
Boschwitz and others who joined him in this effort, Congress is wiping out the dairy
industry in Minnesota, The Federal Milk Marketing Order system establishes a
pricing system that now pays a _family farmer in Minnesota $11.43_per cwt. and a
Florida corporate producer $16.80_per cwt. Thaiiks to Cotigressman Coelkio, ‘who has
been bought off by_the dairy PAC’s; in 2 yeats the prics differentials will be $9 per
cwt. in Minnesota and $18 per cwt. in Florida: = = - - o
___We do not have a free market. Congress controls the price we will -receive for our
milk; corn; wheat; soybeans; etc. Thanks to the overvalied dollar, it-also controls

how much we will be able to export. It appears that President Reagan is determined
to eliminate at least one-third of the farmers in this countrv, and Congress has nei-
ther the will; nor.the backbone, to resist:

Thank you again for cc ming here today. )

Mr. Lowry [presiding). Thank you, Commissioner Nichols:
. Our next panel will be_ Earl LaMaack, general manager, Alexan-
dria Power & Light Co.; Virgil ‘Winter; general manager; Southern
Minnesota Cooperative Electric Co:;_ Elizabeth Russell, county ex-
tension agent, Chippewa County, MN; Elmer Wathof, Farmers
Home Committee member , Pipestone County; and Larry Blaiifiiss,

representing Citizens United for the Rural Economy. )

I want to thank you all very much and apologize for how long
you had to wait. We would appreciate it if you coula suminarize
your statements because of the time. Our staffs read every word of
these statements and brief them and give us the important infor-
mation out of them:. . . . e

I think we should just start at the end of the table. Mr. ba-
Maack; if you would begin:

STATEMENT OF EARL LaMAACK, PRESIDENT, MISSOURI BASIN
MUNICIPAL POWER AGENCY, AND GENERAL MANAGER, ALES-
ANDRIA EIGHT &VPOWER; ALEXANDRIA, MN
Mr. LAMaAck. Thank you, Mr. Chairman, and members of the

committee, for the opportunity to present my views on the power
marketing privatization proposals. . .

_ My name is Earl LaMaack and I am manager of the Alexandria
Light & Power, a municipal electric system in west cen:ral Minne-

sota. ] am_also president of the Missouri Basin Municipal Power

Agency, which represents 56 miinicipal electric_systems in Iowa;
Minnesota, South Dakota, and North Dakota. Fifty-five of these
systems purchase power trom the Western Area Power Administra-
tion. I o )

The President’s budget for fiscal year 1987 proposes the sale or
privatization of the five Federal Power Marketing Agencies, and an
increase. of Federal power rates through “straight line” amortiza-

tion of the Federal investment: These proposals could threaten the
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power supply of 1,100 public power systems and rural electric coop-
eratives and the 60 million Americans they serve, deprive the Gov-

ernment of a dependable source of revenue,; and boost electric rates
for consumers in 34 States. I am aware that the Western Area

Power Administration is exempt from straight-line. amortization
because, according to Department of Energy officials, the new

schedule would actually reduce the Western Area Power Adminis-
tration rates. This fact makes it obvious that we are now paying
our allotted cost for the power equipment and dams. . .

Much emphasis is being put on the false supposition that prefer-
ence in the marketing of federally generated hydroelectricity is
unfair because it seems to favor a certain few while being subsi-
dized by tax dollars. This idea is prompted by those who would like
the public to feel that they are making a cry to Heaven for venge-
ance on behalf cof the taxpayer, while in essence it is nothing more
than tne age-old range war over who gets the watering hole—pri-
vate or public power.

In the 1950’s; when I first became a utility superintendent in
southwest Minnesota, public power systems were approached by

the U:S.. Bureau of Reclamation; which explained to us that our
communities were located in a newly established Federal power

marketing area, and.that the preference clause would enable us_to
become paying recipients of the hydroelectricity produced at facili-
ties along the Missouri River. This proposal contained no illusion-

ary visions of welfare but, rather, was thought provoking as a long-
range, low-cost resource.. The cost of hydropower was about the
same as that which could be produced by any electric generating
unit of that time.

Because of these similarities in power costs, some public power
systems rejected the Bureau’s proposal and chose instead to contin-
ue to generate or buy their power needs as they had in the past.
Sotiie are still using the getierating units they built in the 1950’s

and_1960’s as part of their low-cost power resources; but the Feder-
al Government is not threatening to increase their costs. The mu-
nicipal utilities and rural electric co-ops which did decide to pur-

chase power from the Federal Government looked to their con-

tracts with the Federal Goverrment to provide long-range; low-cost
power with rates based upon the costs of building and operating
the hydroelectric facilities. . . . - : L
It is this business relationship, as first set up by the United
States, that is now at stake; and it should be looked at by all con-
cerned as a contractual obligation. Any proposed changes to the
contracts should be negotiated b, the parties involved. They should
not e dealt with in the Halls of “ongress. It is; in my opinion; the
U.S. Government’s duty to protect the agreements that it and its
peopie have entered into, and to set the example that a U.S. con-
tract and the words of its leaders can be depended upon. . .. -

_ As this chart shows, the price paid for Federal power 1n 1985 by
the 55 Missouri basin member towns wiis $11.5 million. Under the

administration’s proposal; that power would have cost these towns
an estimated $78.1 million, an increase of 559 percent. These are

the same towns that are located in an already financially depressed
agricultural area.
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__The municipal electric systems and rural electric cooperatives of
this area are opposed to the privatization of the Power Marketing
Agencies_and to the elimination of the preference clause. Either
plan would add greatly to the cost of wholesale power through
what amounts to a surtax to a certain few to help retire a debt—a
debt that this region’s Federal power users have been very faithful
in paying under the terms of their contracts with the U.S. Govern-
ment. Thank you. L )

[The prepared statement of Mr. LaMaack follows:]

PREPARED STATEMENT OF EARL LAMAACK

_ Thank you, Mr. Chairman, for the opportunity to present our views on power
marketing privatization proposals. - - - e
_ My name. is Earl :-aMaack, and I amn manager of Alexandria Light and Power, a
municipal electric system in west-central Minnesota. I am-also president of the Mis
souri Basin Municipcl . Power. Agency. which represents 56 municipal ele-tric sys-
tems in Iowa, Minnesota, South. Dakotd, and_North Dakota. Fifty-five of t 1ese sys-
tems purchase power from the Western Area Po-ver Administration. =~
__The President’s budget for fiscal year 1987 proposes the sale or “privatization’ of
the:five Federal Power Marketing Agencies, and an increase of Federal power rates
through ‘“straight line”” amortization of -the -Federal investment. These progosals
could threaten the power supply of 1,100 piiblic power systems and rural electric
cooperatives and the.60 miillion Americans they serve, deprive the Government of a
denendable source of reveriie, and boost electric rates for consumers in 34 States. I
arn. aware. that the Western Area Power—Administration is exempt from _straight
line amortization -becaiise, - accozding. to6 Department of Energy officials, the new
schedule would actually rediice WAPA rates. This fact makes it obvious that we are
now payipg our allotted cost for the power equipment and dams.

Much emphasis is being put-on the false supposition that “preference” in_the
marketirg of federally generated hydroelectricity is unfair because it seems to favor
a certain few while being subsidized by Federal fax dollars. This idea is prompted by
those who would like the public to feel that they are making a cry to heaven for
vengeance on behalf of the taxpayer, while in essence it is nothing more than the
age-old range war over. who gets the watering hole—private or public power,
- In the 1950’s, when I first became a utility superintendent in southwest Minneso-
ta, public power systems were-approached by the United States Bureau of Reclama-
tion, which explained to us that our communities were located in a newly estab-
lished Federal power marketing area, and that the Preference Clause would enable
come paying recipients of the hydroelectricity produced at facilities along
i River. This proposal contained no illusionary visions of welfare, but
rather was thought-provoking as a long-range, low-cost resource. The cost of hydro-
power was about-:he same as that which could be produced by any electric generat-
ing unit of that time. e
.. Because of these similarities in power costs, some public power systems rejected
the Bureau's proposal-and chose instead to continue to generate or buy their power
needs 1 they had in the past. Some are still using the generating units they built in
the 1950s and 1960’s as part of their low-cost power resources; but the Federal Gov-
ernment is not threatening to increase their costs. The municipal utilities and rarai
electric co-ops which did decide to purchase power from the Federal Goverrnment
locked to their contracts with the Federal Government to provide long range; low-

cost power with rates based upon the costs of building and operating ihe hydroelec-
tric facilities. - o T :
It is this business relationship, as first set up by the United States; that is now at
stake; and it should be looked at, by all concerned; as a contractual obligation; m?
proposed changes to the contracts should be negotiated by the parties involved.
Thiey should.not be dealt with in the Halls of Congress. It is; in my opinion; the U.S.
Goverriment’s ditty to protect the agreements that it and its people have entered
into, and. to set the example that a U.S. contract and the words of its leaders can be
depended uﬁon - e
-_As this chart shows, the price paid for Federal power in_ 1985 by the 55 Missnuri
basin member towns was ﬁ 1.5 million. Under the administration’s propesal; that
power would have cost these towns an estimated $78.1 million; an increase of 559

percent. These are the same towns that are located in ar already financially de-

pressed agricultural area.
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The miunicipal electric systems and rural clectric cooperatives of this area are op-
posed to the privatization of the Power Marketing Agencies and to the. elimination
of the Prefererice Claise. Either plan. woild add greatly to the cost of wholesale
power. through what amounts tc a surtax to a ccrtain few to help retire a debt—a
debt that this. region’s Federal power.users have been very faithful in paying under
the termis of their contracts with the U.S. Governmernt. Thank you.
Mr. Lowry. Thank you; Mr. LaMaack. Mr. Winter.
STATEMENT OF VIRGIL WINTER, GENERAL MANAGER,
- SQHTHER?{ M!NNESOTA €O0OPERATIVE ELECTRIC CO.
Mr. WinTER. Mr. Chairman, committee members, and Congress-

man Penny, we want to thank you for coming. ] N
__The members of the rural electric cooperatives received reports
of the REA portion of the proposed Federal budget with great

dismay. We are particularly disappointed that the proposed budget

revisions would, if enacted, severely cripple the Nation’s rural elec-
tric effort.

. The agricultural economy in the United States has been especial-
ly poor in recent years, to say the least, and Federal action such as
the 1987 Federal budget proposals pertaining to rural electric coop-
eratives would cause even more economic stress on the farmer:

Since. the farmer has no way to raise prices on his product to
absorb the increases in €lectric rates, he would find himself with
less capital to operate with; causing the agricultural economy to
deteriorate even further. =~~~
Economic productivity and stability in our region and other re-
gions of the country would be impaired. In 84 States where Federal

power is marketed; a total of 275,000 manufacturing, wholesale,
retail and service companies which supply this farm economy of

ours are served by public power systems and rural electric coopera-
tives which rely on Federal power purchases for all or a portion of

their supply of bulk power. We are concerned that if the budget
proposals are enacted they would have a highly negative effect on
a widespread segment of the economy: I would like to comment on
six areas withyou.
. Imposing a Federal finance banking fee: An increase of 1 percent
in interest costs of our suppler; Basin Electric, would force Basin
Electric to pass through a rate increase of $7 million annually.
Such additional cost would cause our farmer members to have even
less operating capital during these trying times in our.area. . .
Sell the Power Marketing Agencies. Such an action would be
contrary to the intent of Congress when it established preference
as the right of the people to our Nation’s water resources. The de-
velopment and improvement of rural electrification in rural areas
is still vitally needed in the United States. The recent turndown in
the rural area’s econiomy once again attests to the continued need
of the Power Marketing Agencies and preference in _an effort to

maintain rural services and productive efficiency to help the rural
economy regain its strength, independence, and security. This pro-
posal would increase rates in the Missouri basin by millions of dol-
lars. Mr. LaMaack showed you how many million.

‘Rediiction of insured and guaranteed loan authorizations and a

phaseout of REA. This proposal violates the compromise agree-
ment reached with the Senate Republican leadership and the
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Office of Management and Budget in 1985, guaranteeing 1o phase

out of REA through fiscal year 1988, and a floor of $850 million on
REA loan guarantees. A unilateral abrogation of these agreements
would deeply erode Federal credibility and seriously cripple rural
electric cooperatives in future years.

The growth of the economy in most agricultural areas is slow or
nonexistent, requiring less capital investment by rural electric co-
operatives. When the rural economy picks up, the loan program
will again require substantial amounts of capital. -

_ Impose an annual fee on all REA borrowers to recover potential
guaranteed loan defaults on.the revolving fund. Besides being most
unfair; such an administrative mechanism would encourage ineffi-
cient loan service and encourage absolution of the individual coop-

erative loan repayment responsibilities. It is not needed to guaran-

tee acceptable levels of bond financing. In fact, it would tend to un-
dermine those cooperatives which have expended considerable

effort and expense to attain and maintain a high degree of credit-
worthiness in the private money markets. This proposal also would

undoubtedly add much to the cost and efficiency and integrity of
the present loan guaranty system and have no substantive effect

on stabilizing the REA segment_of the agriculture credit system.
This proposal simply penalizes efficient organizations and rewards
the inefficient organizations: - o S

__Raise insured interest rates to the cost of money to plus 1% per-
cent. This imposes unnecessary burdens on distribution coopera-

tives. It would adversely affect their ability to provide competitive

service to their members and would again reduce the viability of
the Nation’s agricultural sector.

Increasing insured . loan supplemental financing requirements
and selling some of the REA loan portfolios. These actions would
also result in additional interest cost and require rate increases,; as
do all previous proposals. Selling off reveniie prodiicing assets is
not a solution to our Federal deficit. =~ = ] .

I repeat, I have a strong belief that the budget proposals are very
unwise and unfair and it could bring about grief to the rural elec-
tric . cooperatives nnd projects of immense value to the entire

ples of acceptable productive use of our Government. We should

look for more rural development programs as successful as the

Rural Electrification Program has been. Enactment of any of the
fiscal year 1987 budget proposals would weaken riiral electrifica-
tion programs and could destroy it: L o , S
__We will put forth every éft%itj’g’ésfiblg to resist enactment of

these proposals. We ask that you join us in this effort and that an

indepth analysis of these proposals will convince your committee

and Congress.to consider substantial revision. Our farmer members
do not need the added financial burden of higher electric rates that
the zdoption of these proposals would cost. . .
__We had a previous member on one of the panels who talked
about going out and getting money to help pay the electric bills. If
these proposals go throiigh, they're going to have to secure a lot
more money. : S ) o

_ I would like to express our appreciation to the members of the

committee for coming to Worthington and allowing us to express

L7
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our concerns, and to Congressman Weber for inviting the commit-
tee here. Thank.you.

Mr. Lowry. Thank you; Mr. Winter: . . .

I would like to ask—and the people here have been very polite—

if people could be _as quiet as possible. The whisper volume is
coming up just a little bit here. Eut the people have been very

quiet. ___ - o
~ Mr. WEBER. Mr. Chairman, if I can just break in for a second—
and I hate to do this to our final remaining panelists—but Con-
gressman. Lowry is supposed to be catching a plane in Chicago at
6:30, so if you could be as brief as you can—not for my benefit be-
cause Pm staying—but for their benefit, I would really appreciate
it.

Mr: Eowry: Thank you: Ms: Russell; plesdse.

STATEMENT OF ELIZABETH H. RUSSELL, CHIPPEWA COUNTY

EXTENSION AGENT

Ms: Russerr. Thank you;, Mr: Chairman: S
My name is Beth Russell and I am a county Extension agent
working with home economics. In a few minutes I really want %o
spend my time talking to you about people; because it is people
that I work with. -~~~ ) ,
1 am truly grateful for being here and having the privilege to
talk to you, because this is a subject that is near and dear to my

heart: I work with people every day who are experiericing financial
difficulties because of the rural economic situation: And when I
talk about the rural economic situation, I'm talking about the situ-
ation on farms and I'm tzlking about. the situation in our rural
businesses, in our retail businesses, in the towns. ===
What happens on the farm; to the farm business, and what hap-
pens to the business in towns, affects people. It affects the family.

Extension works with the family. We are a family organization,
working with educatiorial programs to help families. And we are

defb;mitely a rural organization: We also do have prograiis for the
urban. . B o I .
- What I find here is that there is a spark of hope that people
have; but we need to have help to maintain that hope and we also
need to have help to let that hope grow. Each proposed cut takes a
spark of that hope away._ o } ,
Sonie farmiers are losing their farms; others aré riot; and we

heard that today. Those who are losing farms are carrying a stress
load, a personal stress load, besides a business stress load. It is that
personal stress load that I want to talk about today. @
__There is a personal stress load that goes with failure. “I am a
failure when I lose my farm.” People . a town, in the cities, in
metropolitan areas, may lose a job; but they say “I lost my job,”
not “l am @ failure”> -7 .

Our farmers who are in .heir thirties, forties, and fifties; and
who need to find ar sther job once they no longer have the farm,

need to retrain. I have some real serious thoughts about how one
does retrain when one nuver ever wanted to have any other job but

farming: That’s touh.

Sy
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We are working with a 49-year-old male farmer who has always

wanted to be a farmer: That’s his No: 1 goal. Now he will need to
retrain_and find something else. The 49-year-old female farmer—

and 1 talk about female farmers because men and women together

farm; it is not just a certain gender that farms. The 4%-year-old
female farmer left the farm partnership 2 years ago and tock on
two jobs off the farm in order to maintain their famlly economic

51tuat10n

I do know is that they w111,7move to the metrg)ohtan area because

that’s where the jobs are for them; and we will lose more popula-
tion in this area.

‘The economy is ta:kmg a_toll on the family: I see that every day.
We are finding more marriage relationship problems; we are find-
ing intergenerational problems in farm communities. Often when a
farm _goes; when farm foreclosure happens; it also affects the
grandparent generation, plus the generation that is farming that
farm,; and the young people of our rural area.

As I mentioned, Extension works with the total famlly We start

with 4-H; and I have some very strong feelings about 4-H: I was a
4-H member, and I can tell you, right from the heart, what it has

done for me: There are lots of us that are alumni; s1tt1ng around
the country saying “Oh, I don’t ever want to lose 4-H.” It is a fan-
tastic orgamzatmn for young people It.is a fantastlc orgamzatlon

gether and learning and growing:
I also have the advantage of working in a home economics pro-
gram. We work with financial managemerit, we wourk with leader-

ship development of peopie .we_are helping families help them-
selves, releasing potential iii famiilies.

As an Extension agent; I am concerned about the budget cuts
and the proposed cuts that we are facing. It is unfortunate to me to
see this happen in a very time when extension programs are meet-
ing the needs of families.

I thank you:

[Tne prepared statement of Ms. Russell follows]

PREPARED STATEMENT OF EL1zABETH H. RUSSELL
. Rural. families are making tough decisions; decisions. that have impact on the
fiitiire. . For matiy, the decisions made today will determine whether people stay in
agriculture, stay in the rural comminity, move to another location or into another
lifestyle.

As a county extensxon agent, I see peop]e dm]y who are makmg decxsxens They
are-people in transition, trying to sort out the alternatives which affect the future
of their family. - - _ -

Six years ago, I noticed a trend as women began to seek employment away from
the farm family business. They were careful when they expressed reasons why they
were going t» work. As the farm economy declined, it became apparent that women
were working away from the farm ‘business in order to keep the family on the farm.
Some women now hold two jobs in addition to their farm partnership job. Men are
also seelung off-farm_employment. Teenagers in the farm family find that an off-
farm job is sn absolute must for them. Yet, jobs are scarce for men, women, and
teenagers.

Very similar. altuajmns _exist. w1thm families who_own_small retail businesses.
They also are experiencing economic declines. Some businesses have. closed; others
are still operating but the total family no longer is employed by the business. In-

- ‘,,\.
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stead, in an effort to cut costs, one or more family members work elsewhere. Small
town retail business is directly tied to the rural economy. . . . .. . . -

Extension home_economics works_with the family, helping families help -them-
selves. We offer programs in five major areas: Energy and environment; family eco-
nomic stability and security; food, nutrition, and health; families il communities;
and volunteer leadership ,de'g{elggmem.,,,,, o e

.In Chippewa County, we emphasize programs to strengthen families during times
of change, financial management for family economic stability and volunteer leader-
ship development to release the potential in family members. - S

Our office is busy serving farmers and agribusiness people who are asking for fi-
nancial management information and advice for future decisions. Our fnancial
management computer programs are valuable decisionmakirig tools. S
. Yourng people are facing many tough decisions. 4-H youth pragi-'ams are designed
to help youth with decisionmaking. 4~H is a family program. oting people learn
life skills from Eéi’éﬁts and volunteer leaders. 4-H has changed from an organiza-
tion for farm.children te an organization for young people who live in the rural
area, in small towns and in large metropolitan areas. 4-H is an educational pro-
gram for everyone. Through project work, young people are encouraged to set goals,
work toward the goals and in the end find the satisfaction in a job done well..Learn-
%ig how to be a responsible citizen and an effective leader are Importait parts of 4-

_Because the Extension Service has a Iong time tradition of accurate resesrch
based on information, people stop in the Extension office before. making final deci-
sions. They know. they can count on the educational information available. . )
- If the President’s proposed budget cut of 59 percent is passed; people in Minnesots
will lose one staff member out of every five currently on the Minnesota Extension
staff. Extension programs for people Wll:{ be affected. It's unfortunate that these cuts
are proposed at the very-time when Extension programs are making major inpacts
on the lives of people in the rural area. o o
__-Mr. Lowry. Thank you very much: Fi tell you, Lwas in 4-H. A lot
of us up here were 4-H’ers. We agree with you. The congressional
budget has not recommended utting the Extension Service.

Mr. Wathof.

STATEMENT OF ELMER WALHOF; EDGERTON, MN, COMMITTEE

~ MEMBER, MURRAY AND PIPESTONE COUNTY FmHA
_Mr. WaLHor. Esteemed members of the Congressional Budget
Committee, I am impressed with Mr. Weber’s fairness in choosing
panel members not only in various areas of agriculture, but also in
the variety of organizations and on a bipartisan basis. . -
My name is Elmer Wathof. I am from Edgerton, MN. The area of
grain ferming has been my lifelong occupation. 1 have been, in the
past and at present, a committee member of the Murray and Pipes-

tone County FmHA: I would like to thank Congressman Vin Weber
for inviting his colleagues to this area to conduct this hearing per-
taining to the farm erisis. .

It is no secret that the farm crisis is worsening each year with

little, if any, ralief in sight. This has caused more and more farm-
ers to be caught in a desperate situatior as it concerns their finan-
cial situation: The farmer -goes to his usual lender; whether it be a
bank or PCA, to have his loan renewed, only to be told ““Sorry, biit

it appears that your financial condition has eroded so badly we can
no longer renew your loan.” : : - S

This comes as a shock, as he may have been borrowing from this
institution 10, 20, 30 or even; in some cases; 40 years,-and then

finds he has no credit. What does he do? Have a farm sale and lig-

uidate all the property he has worked so hard all these years to
accumulate? So_he thinks there may be a way out. “I'll try
FmHA,” the lender of last resort.

140 .
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So he calls for an appointment and finds out this will be weeks
and maybe months away. “Why the long wait,” he says; “I need
the money now. I've got payments due on my contract for deed on
March 1 and I have to pay a third of the rent on the other quarter
in advance; which is also due March 1. Besides,” he says, “if I'm
going to get a discount on my chemicals, seed corn and fertilizer,
Pm going to have to pay this in advance. In fact, they won’t even
let me pick it up if it isn’t paid on the spot.”” . o .

He is informed of a backlog at the FmHA office of former and
new applicants and, therefore, he has to wait his turn. OK. Why
the backlog? At the Slayton FmHA office that services Murray and
Pipestone - Counties, which I mentioned before, from March 10,
1983, to March 9. 1984, the committee certified 116 applications. In
the next 12 months; there were 286 applications. Now, in the past;
the last 12 months, using the same dates, we had 426, an increase
of 365 percent. So you can see how the farm situation has deterio-
rated and the workload has increased at the FmHA office.

-These loans must be processed one at a time by the county super-
visor and his staff. In addition, many of the applications are much
more complex than they were even a few years ago because of the
financial difficiilty of the borrower, so the cases are much more
time consuming. = = = o Ll
_Is it any wonder that the younger-staff members are quitting
their jobs and seeking employment elsewhere? This has recently
happened in our own Slayton office. This really aggravates the
problem, when a new trainee comes in and has to be taught at a
time when the workload is so heavy. - : -
_. At_this point in time our FmHA offices are grossly understaffed.
Funds for direct loans, referred to as insured loans, are allocated
quarterly, January 1, April 1, July 1, and October 1. So we have
another problem. Even though a farmer’s application is certified by
the committee and is given the green light by the county supervi-
sor, the funds for that quarter may well be depleted—and at thi
time they are. So the farmer has to wait for his money from the
next allocation, and this may be well into or beyond the planting
season. So he is Withblit;ci:%t,,t@jjiéké the payments I mentioned
earlier. He’s plainly caught between a rock and a hard spot.
~ What is the solution for this dilemma? I think that when a loan
has been certified and approved, that the FmHA county supervisor
should be given_the authority to issue a certificate of credit to the
supplier. or creditor as a guarantee that the money is coming. I
would like to repeat that: That he be given the authority—or make
it mandatory—to issue a certificate of credit so that the suppliers
of seed and fertilizer and so on know that this money is coming,
instead of letting it string along to the middle of the summer or
probably even fall. Let’s make this a regulation of FmHA. -
" Why do we have farm problems? The reasons are so many; but
let me give you but one example. - . = - -

Why does an eating establishment in our area have to charge 90
cents for a large glass of milk? If I figured right, a 16-ounce glass of
milk is a pound. So,; therefore; that is equal to $90 per hundred-
weight. For that same hundredweight, we farmers are receiving
only $11.60. We first have to invest in equipment, cows we have to
feed, electricity to cool the milk, pay for transportation to haul
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that same $90 milk to the plant; and receive only $11.60. To me,
these figures don’t match. =~ 7 7 )
_ Restaurant clients feel milk is too expensive: No wonder we have

a dairy surplus. Wouldn’t it make more sense if the restaurants
were charged lesc and sell more milk? ! - -
.. The farmer is in the minority. We are only a mere 8 percent of
the American population. That leaves 97 percent of the American
population. that wants quality food cheap. I guess it only stands to

reason that many politicians would lean toward the demands of the
97 percent. But stop to think. Without the American family farm-
ers, where would the 97 percent end up? If the United States ends
up with large corporations running the farms, the 90 cent glass of
milk will even seem cheap. By and large; the American _family

farmer is only looking for an equitable price in the marketplace, 5o
he can use his God-given gifts ot only to feed his own family but

also to help feed the rest of theworld. 7
lThar?lk you for the opportunity to express these thoughts. [Ap-
plause. S

[The prepared statement of Mr. Walhof follows:]

. My name is Elmer Walhof from_Edgerton, Minnesota, dairy and grain farming
hﬁ,gw,n,my,,lifelonz, occupation. I have been in the past and am at present a com.
mittee member of the Murray and Pipestone Commty FmEA: I would like to thank
Congressman Vin Weber for inviting his colleagues to this area to conduct this
hearing pertaining to the farm crisis. It is no secret_that. the farm crisis is worsefi-

ing each year with little if any relief in sight. This has caused more and more farm-

ers to be caught in a desperate situation as it concerns their financial situation.
- The farmer gres to his usual lender; whether it be a bank or P.C:A, to have his
loan renewed-only to be told “Sorry; hut it appears that your financial condition has
eroded 8o badly we can no longer renew your loan,” This comes as a shock; as he
may have been borrowing from this institution_10;_20; 30; or even in some cases 40
years and then finds he has no credit. What does he do? Have a farm sale and liqui-
date all the property he has worked so hard all these years to accumulate? So he
thinks there may be one way out, I'll try FmHA, the lender of last _resort. So he
calls for an appointment and finds that this will be weeks or maybe months away.
“Why the. l'oi;é wait” he says, “I need the money now. I've got payments due on my
contract - for deed March 1, and I have to pay one-third of the rent on the other
quarter in advance also which is due March 1.” “Besides;” he says, “if I'm going to
¢ i r; I'm going to have to pay

get the discount on-my chemicals, seed corn and fertilize

this l;n advance, in fact they won’t let me pick it up when I need it if it isn't paid for
on the spot.”’ S - - = - L
..Heis ?gforﬁiéd of a backlog at the FmHA office of former and new apolicants and
therefore he has to wait his turn. OK, Why the backlce? At the Slayton FmHA
office that services Murry ana Pipestone County which I mentioned before; from
March 10, 1983 to March 9, 1984 the committee certified 116 applications. In the
next 12 months there were 286-loan applications. Now in the last 12 months using
the same dates we had 426. An increase-of 365 percent. So you can see how the farm
situation_had deteriorated and the workload has increased at the FmHA office.
- These loans mist be processed one-at a time by the County Supervisor and his
staff. In addition, manz of the applications are much more complex than even a few
years ago because of the financial difficiilty of the borrower, sc the cases are much
more time consuming. . .. o - L
__Is it any wonder tﬁét the. younger staff members are quitting their jobs and seek-
ing employment elsewhere? This has happened in our own Slayton office recently,
this really aggravates the problemn when a new trainee comes in and has to_be
taught at a time when the workload is so heavy. At this point in time our FmHA
offices are grossly .understaffed. Funds for direct loans referred to as “insured
loans”_are allocated quarterly, Janaoary 1, Apri: 1, October 1.-So we have another
problem, even though a farmer's :é'pgliééti'oﬁ is certified by the committee and is
given the green light by the County Superviso

i pervisors the funds for that quarter may be
depleted. So the farmer has to wait for his money from the next allocation, and this
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may be well into or beyond the.planting season, $o.where is he. withoiit credit to
r;kde the paymernts 1 mentioned earlier. He's plainly caiight between a rock and
sard spot. - . B ; - o

What is the soliition for the dilemima? I think that when a loan has been-certified
and approved,-that the FimHA County Siipervisor should be given the authority to
issue a-‘Certificate of Credit”-to the supplier or creditor as a guarantee that the
money IS coming. Let’s make this a regulation of FmHA. - - -

Why do-we have ‘arm prchlems? The reasons are many but let me give you one
example. Why does an- eatir g--establishment -in our -area have to charge 3.90 for a
large glass of milk? If I have figured right a 16 oz. glass of milk is 1 1b. Am I right?

So therefore that is equal to $90.00 per hundred weight. For that same hundred-
weight we farmers are only receiving $11.60. We must first have to invest in equip-
ment, cows which we must feed, electricity to cool the milk, and pay for transporta-
tion to haul the same $90.00 milk to the plant and only receive $11.60. To me these
figuresdon't match.
__.Restaurant patrons feel milk is too expensive! No wonder we have a dairy sur-
plus. Wouldn’t it make more sense if the restaurants would charge less and sell
more mi]
__The fal
tion. That leaves 97 percent of the American populat:
cheap. I guess it only stands to reason that you as politicians would lean toward the
demands of the 97 percent. BUT STOP TO THINK! Without the American_ family
farmers where is that 97 percent going to end up. If the United States ends up with ~
large corporations running the farms; the $.90 glass of milk will even seem cheap!
By and large the: American family farmer is only looking for an_equitable price in
the maketplace so_he can use his God-given gifts not only to feed his own family but
also to_help feed the rest of the world. __ ___ ____ ____ __ __
Thank you for thg Vopporrtunity to express Fhesg thoughts; S

_ Mr. Lowry. Thank you, Mr. Walhof, for yoiir excellent testirio-

ny.. . . A . .

Mr. Blaiifuss, our last witness for today.

STATEMENT OF LARRY BLAUFUSS, CITIZENS UNITED FOR THE
RURAL ECONOMY [CURE]; AND CHAIRMAN OF THE BOARD; La-
SALLE FARMERS GRAIN CO., MADELIA, MN
Mr. Brauruss. The Lord saves the best for last. . o

_ Thank you, Mr. Chairman, and distinguished members of the

panel. I want to thank Congressman Penny for asking me to testify

specifically from his distrjet. =~~~ ...~~~
_You have before you the region 9 development report on the city
of Madelia that was addressed to Senator Durenberger and this ex-

rmer is a minority! We are only a mere 3 percent of the American popula-
on that wants quality food;

plains some of the things that have happened in Madelia over the
past few years. But I want to reemphasize a couple of points. Most
of them are going to be the same points that were covered by other
panelists, but they are specific to the city of Madelia.

Dr. Boehlje said we lost one out of four implement dealerships
over the last 5 years in Minnesota. Well, Madelia lost all four of

theirs over the last 5 years: I'm lucky enough to only have to drive
35 miles to my implement dealer that I do business with now.

Pm a corn and soybean farmer from western Blue Earth County
and I’'m here actually representing the CURE organization which

was_started in Madelia and encompasses the 12-county area around
Madelia. The name of the organization is Citizens United for the

Rural Economy:. We got *he organization together in an effort to do
positive things to try t. ;.reserve the failing farm economy in our

area; not only to do something for the farmers but also to do some-
thing for the people in the city, businessmen specifically. I can go

on and give you statistics; but you've heard them all already:
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People are feeling dsgpalr in these towns like they've never felt

before and something has lo be done about it. In my estimation, at
least 50 percent of the farMers I kflow in my area under the age of

45 have filed for bank-uPtcy, are_contemplating filing for bank-
ruptcy; or are in serious 8yough financial condition that they’re
going to need major ConCe§sions from their creditors in order to
survive. B} o - -

Many of these farmers 8ot in that position not through paying

high prices for land, as s0Me people have alluded to. A lot of them

got in that position throuBh basic transfers of land from their fa-
thers; from a father to z Soy situation. With the current tax laws

and the failing farm econOMy, the move that they made was a poor
move. As a result, in a lot of cases it destroyed two and three gen-
ergtions of farmers. = == - S
__The point was made th&t 3ll farmers almost live on their farm

and when they lose their fatm they lose their home. I think this is

a_very important point, that if any_ of you committee members can
carry that back to Congresy, especlally to people in Congress that
don’t understand that; it WOyld be appreciated. L

I talked to the manage? of the Cooperative; of which I’'m chair-

man of the board of directOry, over at LaSalle the other day, and he

stated to me that from what he can see at this point, there will be

40 percent of our farmer Members that will nct get credit enoigh

to put their crop in the grond this spring: 1 have talked to enough
young farmers in my avez that I know, and I don’t think he’s very
far off. Something has !0 be done immediately, whether it’s
through FHA or what other programs you can institute; to get
credit to_these people. 1 aM pot talking about people who gamble,
I'm_talking about good fAtmers Who are going out of business
through no fault of theirowy,, ~  ~— ~
In closing; if you are ufMyre how the changes that are taking
place in rural America ar® 8oing t0 eventually affect the economic
and social structure of the Yest of this country, are you willing to
gamble on making those changes? Can you afford to gamble with
one of the most stabilizing !0rces in our country, the family farm? I

quote the dean of a gemindty who Said “If we had some work that
needed to be done at the sélvinary, We asked the farm boys to do it
because we knew we would always get it done.” If you_think that’s
not_important, then can yOy afford to provide jobs for all these
people who eventually migFate to the city? S
__The current adminjstratioh and Congress have to accept much of
the responsibility for what 1§ happening to people in rural Amer-
ica. The 1985 farm biil; and the stat® it is in with what the Depart-
ment of Agriculture has dohe with it, only accelerates the deterio-
ration of American agriculture and of the emotional well-being of
the people out in rural AmMerica. The people currently in office in
this country of ours have t0 §gk themselves if a cheap food policy is
more important to them tPay the famijly farm unit, which I main-
tain is a very important a7q essential part of the social fabric of
America. Thank you: [Appl@wge.] == == = _ __ ,

[The prepared statement Presented by Mr. Blaufuss follows:]
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In recent years; rural Minnesota has been hit with a depressed agricultural econo-
iy, loss of population ard downturn in the business economy. Citizens United for
the Rural Economy (CURE) was formed to combat these_ trends through promoting
the improvement and protection of our rural communities by revitalizing the rural
econiomy.. It i5 the intent of CURE to remain a flexible, nonpartisan, group of citi-
Zens serving as a clearinghouse for information and legislation affecting our area, a
fortim for discussion of rural issues, and a lobby and promotion group. . ... .. .. . ___.

It is recognized that in South Central Minnesota the relationship between agricul-
ture and business is one of interdependence. The agricultural community needs a
strong main street, and bisiness development.is dependent on a strong agricaltural
economy.-In recogrition of this CURE strives for itnprovements in both sectors. . .
~ CURE is a-citizen based organization open to any persons who wishes to contrib-
ute toward the strengthening of the riiral economy.. Membership vy local units of
government (cities, counties and-townships) corporations .and other rural organiza-
tions are also encouraged. Rural Minnesota must speak with a strong united voice if
it is to be heard.

Mr: Lowry. Thank you very much. .

Let me cell on Congressman Vin Weber. .- =~ -

- Mr:. Weser. Thank you, Mr. Acting Chairman. I know you've got
to catch a plan and I'll be very brief, because I think the purpose of
this hearing was not for us to give speeches but to listen to people.
I think the members of the committee who may not have rural
constituencies heve a better sense after this afternoon of the tre-

mendous pain that people in rural areas are in. 1 hope you also

have a sense coming. out of here that we in rural areas are really
coming together in the sense of trying to come to grips with those

problems and deal with them effectively. o .
"' tremendously appreciate my colleagues’ time, people from the

city who don’t have farm constituencies, coming out here and
spending a_day in southwestern Minnesota. I especially, though,

am thankful for the many people that came here. to show them
how important the work of the Budget Committee and the rural
cris’s that we're facing is; and all the people that testified today so
eloqu3ntly and who gave of their time so generously. It’s been
worthwhile. =~ . - S L
You should judge us by our work product. The House of Repre-

sentatives will begin marking up a budget in the next week or two.
This meeting was timed specifically to have a maximum impact on

that budget, and you should look at that budget after we pass it
and you’ll decide then whether or not we have heard loud and
clear what you’ve said today. Thank you: [Applause:]

Mr. Lowry. Thank you, Mr. Weber.
~ We want to thank everybody for excellent testimony and your
politeness and your hospitality. We enjoyed the hearing very much.
Thank you. -  --.. - . - . S .
[The following additional material was submitted for the record:]

SouTHWEST REGIONAL DEVELOPMENT COMMISSION, - - -
Slayton, MN, March 13, 1986.

House BubciEr COMMITTEE,
House of Representatives,
Washington, DC. _ . o

_DEAR MEMBERS oF THE House Bupcer CommitreE: The members of the Southwest
Regional Development Commission, representing 7 counties, 8] cities, and 163 town-
ships in southwest Minnesota would like to take a few minutes of your time to dis-
cuss our strong concern on the rural agricuitural crisis and its impact on local gov-
ernment.;
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__The agricultural crisis in southwest Minniesota deeply affects the farmers, the

businesses; the_industries and local units of government. When farmers have less

money to spend on equipnient, parts and for their personal living expenses, the busi-
nesses in town suffer. Additionaliy, farmers, businessmen and employees are jgayinF
southwest Minnesota to find jobs elsewherc. With the declining valuation of agricul-
tural and with less payments of property taxes, townships, cities, and counties must
either discontinue or reduce necessary services or ificrease taxes during this rural
economic crisis. . ) . o
_ When the public forum in Worthington was annoiiriced a week ago, the Southwest
Regional Development Commission distributed a survey to the local government
units in southwest Minnesota regarding their support or non-support for the federal
revenue sharing program. Within seven days 8 counties, 44 cities, and 94 townships
in southwest Minnesota have written strong letters of support. S S
___Townships; cities, and_counties confirm that general -reveniie shéring dollars

ensure local decision-making and have_the least amount of administra.ive overhead
costs

costs in any federal program. If the federel revenue sharing program is eliminated,
the average governmental unit will bave to increase its levy 81295, = . .
. Based on the results of that survey, the federal revenue sharing funds ii south:
west Miunesota have been used during the past year for hospitals, law enforce nent,
senior_citizens; parks, swimming_pools; libraries; haﬁdiéégﬁé& programis, child care
centers, rewer improvements; water improvement, fire and ambulance services, side-
walks, roads, bridges; and economic development sctivities; . S
__We are disappointed that local elected officials were anable to preserit this at
your public forum in Worthingten on March 14. The enclosed packet of support let-
ters demonstrate that local Sovernments strongly support the continuation of feder-
al revenue sharing program. If we receive additionsl letters from local governmen-
tal vaits, we will forward them to Congressman Weber. We urge to reconsider the
total egmiqagion of this very crucial program to southwest Minnesota:

incerely,

Cart HauscniLp; Chairnarn.

- = __ RoLLiNGsToNE, MN., March 17, 1986.
_ DEAR REPRESENTATIVE: I was at the hearing in Worthington on Friday; March 14,
and would like to add my testimony. I believe James Nichols presented an excellent
testimony along with Mr. Johnson, the Jackson banker and Paul Sobocinski; the
university economist and a couple of others, o
. Lfarm with my husband and two sons on our family. farm in Winona County. We
had. million_$ operation 5 years ago—now devalued to less. than . $300,000; P.C.A.

ur~Z u pencil to strike our value, thus our debts overtook the assets, and they has-
seled us to the point we filed bankruptcy. All of our sialler creditors are working
with us—in fact offering help to put our crop in this spring. We didn’t make our
March-1 payment to Federal Land Bank—no fun{s. There is no profit in agricul-

ture. No return on investment is bad enough; but 10 food on the tahle is worse, and
no roof over our-heads will be the end. o 8

. We need a price for our products now and also a way to help the farm_products
keep pace with the cost of living or cost of production increases in the future. The
problem of pricing is estronomical. Our cooperatives didn’t work—they are entities

geared to sell for the farmer not for buying from the farmer. They did not do the job
their stockholders expected. . 0 o T RS
For the present, setting floor prices and using our ASCS offices (already in place
and working) to work with the farmers would be our best and lesst expensive
avenue to begin and perhaps to carry through for a longer period of time.
Receiving a profitable price, our need for money goes down—lower interest rates;
we begin paying taxes etc, again and our economy, | believe; will begin to tip back
to a balarice. ) - S e
1.also believe. we have to take as hard a look at our imports as other counties do,
and charge duties s0 that imports-which are not necessities_once again become

Inxury items to.consumers. Anyone in business already knows rurchasing unneeded

items causes.adverse problems and America has a national business to carry for-
ward not backward—please! s

- Do we have surplur~< if we cut back the imports? In essence the. government pur-
chases «Ur unnecessa ' imjiorts and pays for them through deficiency subsidy; etc.
paymernts, we distort - he triie pictiire of import export with our cheap food policy
the world over. We also have an #infair milﬁomarketing system which needs to be

replaced.

Pomd |
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-_A price; controlling the impons, and using a wise conservation on our land will
only_keep America_from becoming a third world nation. We can increase or de-
crease our output as necessary thereby stopping the export of our produce to other
nations below our_cost of production—Iloss of money, plus the loss of our precious
topso’l—losses we can neverregain. . _ ... __ .. . . .___
_ 1 would like to see the Tom Harkin bill brought back to the floor and passed. 1
firmly believe it is @ mensure io save America if it isn’t already too late to save our
economy. — R o L
. I thank yoii for taking the time to hear from rural America. I also shall be watch-
ing and waitirig to know what you will do to take the plight of the American people
in hand. God speed! :
Sincerely, B
Mary WaLcH.

. WEeLcoME, MN, March 14, 1986.
__DEar CoNGRESSMAN VIN WEBER AND ALL oTHER CONGRESSMEN ATTENDING: I have
been a director of a Production Credit Association for 19 yrs. and am very concerned
of the operations of the now Farm Credit System. s :

What is needed to help farmers is a fair price for our commodities 50 we can show
a profitabovecost. . . _

A reduction in interest rates to a rate of 6 to 8 percent. - - - :
__Example: A $400,000 loan on lané times 12% percent Federal Land Bank 2quals
$50,000 interest. With the same $400,000 loan at 7% equals $28,000 interest which is
$22,000 less and the farmer could very well service his debt and possibly reduce the
principal of his debt. .= : R
_ In 1969 when variable interest went into_effect this helped create the farm prob-
lems of today. Farmms botight at interest rates of 8 to 9 percent are now 12V percent
and canpot cash-flow. - - . - S Ll Ll
 Most farimers with old loans at 5 to 7 percent interest fixed rates do not have the
financial problems. i T .

No one can budgst an operatior. when variable interest is in effect. o
 We need world currency value.s -loser togethier, also interest rates ceilings in the
single digit num
__The high dollar been the
porting of commodities and manufactured goods. - - S
_ Back to farm problems such as foreclosure. We need time to come up with solu-
tions. Some principal forgiven to equal 120 percent of today’s land value; with inter-
est at 6 percent to 8 percent. Example. Land value today at $1000 per #cre. The
borrower now owes $1,800 per acre would be written down to $1,200 per acre with
ifiterest rate of 6 or 8 percent and I believe this would help many farmers to survive
in this economical cranch.  __._ ___ __. ______ .
_ Federal interest buydown with lender cooperation. Give the today’s owner of the
land, the same breaks as new buys get, because they are the ones who paid the
salaries, operation costs and reserves for last 10 yearsorso. . .

Maybe more monéy should be given to the F.H.A. to be lent out at a low interest
rate to farmers on land and operating loans would be a quicker and better way to
help fég_igéj,é}lxbw instead of capital infusion into the Farm Credit System.

incerely,

r. - - - : - :
has also been the creator of our surplus of grain and lack of ex-

CLARENCE ANDERSEN.

: BrewsTER, MN.
BupGer COMMITTEE, . . __
United States House of Representatives.

DEar Siks: There ate many things that necd to be done to help the agriculture
econorr.y. Listed are a few. 1 congider imports t. el
1. We nieed to enact legislation to either buy own debt and interest or pass Farm
Bureau’s two tier program of debt restructuring. . . .. . . __ ___
"2, You must cut spending across the board ar ! not only single out agriculture and
a few others to take the brunt of this reduction.
" 3. You must pass a tax reform bill this year aiid get all the loopholes out of the
tax system. This will result in more revenue for the U.S. Treasury and also the
people who are not now paying taxes will be respnsible for paying tax.
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__4. In_the tax reform bill be sure to eliminate any tax write-off for people not di-
rectly involved in farming who are now investing in agricultural livestock feeding
ventures and do niot care if they make a profit. o L

RoBERT G. DIETER.

I o : MaRrcH 13, 1986.
Mr. WiLLiaM H. Grav 111,
House Budget Committee,
U.S. House of Representatives. S ]
__DEAR CoNGRESSMAN Gray: Citizens United for the Riiral Economy (CURE) was or-
ganized in the summer of 1985, when it was recognized there is a need outstate for
people to join together to solve their problems. This occurred following the Madelia
Area Chamber of Commerce Agricultiure Committee inviting commurities; in a 12-
county area, to join them in sear hing. “or survival tools to enhance the quality of
life and keep commiiniities visibly ulive in rural Minnesota.
In recent yedrs, rural Minnesota has ‘been dramatically hit ‘with a depressed agri-
cultural eccnomy, a rapidly increasing loss of population and downturn in the busi-
ness economy in numerous rural main streets. CURE was formed to combat the car-
rent trends throiigh promoting the improvement and protection of the rural commii-
nities. - S - E
-_It is recognized that in rural Minnesota the relationship betwzen agriculture and
business is one of interdependence. The agricultural community needs a strong
main street. Business development is equally_dependent on_a strong agricultira

econemy: In recognition of this; CURE s!rives for improvement in both sectors,

- CURE's intent is to remain a lexible, non-partisan group of citizen serving &s a
clearinghouse for information and legislation affecting rural Minnesota; provide a
forum for discussion of rura] issues; gerve as a lobby and proniotion groip for riiral
Minnesota. It also provides leadership training and wcrkshiops on specific issius as
identified by its members and opens communication between persons involved in ag-
riculture/rural communities and others who need to recognize the importance of ag:
riculture to the entire state and nation: o

Successful 1985-86 CURE activities have included: . . -
.. Organization was formed with two persons from each of the original 12 counties
the board o' directors:.. . = .. . . =
W op_co-sponsored with Mankato Technical Institiite on “Siirviving the chal-
lenges facing small cities/businesses."” - I — - i

_Meeting with Washington, D.C. correspotideit Mike Flaherty discussing what's
happerning on the feder: ' 'avel. - F - - L
. Qver_ '150, -persons. attended the mieetinig with State Department of Agriculture
Commissioner Jim Nichols: S - S .
__Goals for the organization were identified by citizens seeking positive answers to
the ag crisis. . - - oo - i

Sought explanation o the federal level about Federal Reserve Chairman Voicker
indicating it would bé in the USA’s best interest to help Argentina and other for-
ei%i countries.improve their ag economy. T U

rovided a forumi for U.S. Senator Rudy Boschwitz to explain the Farm Bill; as he
reviewed it. .. .. S - oo o [

- Provided the “spark” for U.S. Senator Dave Durenberger and the Region Nine
Development Commission to use-Madelia to emphasize the issues facing rural Mirs

nesota. As-a resiilt of this there has been local, state and national attention focused

ofi the agriciltural community issues.
Sparisored a workshop on” “Creating and
which drew-rave reviews from persons attending, :
gs with state agricultural and business organizations

Organized a series of meetings with_
to allow them the opportunity to work together to provide feasible solutions to the
problems facing rural Minnesota, . . _ ___ . - S

As you can see by the list of activities, CURE is a successful orgasiization with its
membership composed of individuals; units of government and civic/busiriess/farii
organizations working irterdependently. It is citizen participation in the triie serise
oftheterm. .~ " T o o S
...1 have enclosed for your review CURE'’s mission statement and a copy of the Ma-
dehia project completed by the Region Nine Development Commission staff for U.S.
Senator Dave Durenberger. The Madelia report supports the -issiies CURE is ad-
dressing in its activities. RNDC officials agree “you could take the name Madelia off
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the front.cover and the findings wouid be about the same; or worse; in every rural
community.,” . L o
Tharik you for the. opportunity. to allow CURE representative Larry Blaufuss to
preseit testifiony at the Budget Commiittee hearing on March 14; 1986 in Worthing-
ton, Minnesota. - - . R S,
Shotld you have questions regarding the CURE organization or those pertaining
to the verbal and written testimony please contact me. I can be reached at 507/642-
3726, Madelia. Larry Blaiifuss can.be reached at 507/642-3389. For more detailed
information about the RNDC-report on _Madelia contact Terence Stone, RNDC exec-
ative director, Mankato at 507/387-5643.
Sincerely, - L

MIkE BorminN,
CURE Chairman.

... __.___.CounTty OF NOBLES; ____
Worthington, MN, March 14, 1986.
Hon. WiLuiam Gray, = - -~ : - -
Chariman and Members, House of -Representatives Budget Commiittee, Congress of
__the United States. Washington, DC.
__ DEAR CONGRESSMEN: As Officials of the County of Nobles; State of Minnesota; we
thank. you for coming to our City; County, and State to hear firsthand accounts of
the toll the fariii crisis is having on the people of thisregion. .~
--We are partly responsible for the heaith, education and welfare of the people of
Nobles Courity. Yoiir-decisions. iimipact our programs because of the coordination of
benefits betweeii the Federal, Stite, and Local governments. Budget cuts at the Fed-
eral level normally mean-budget cuts at. the State level which in turn is often
passed on to the County. We cannot help the people devastated by this crisis with-
out the help of those that make the. rules. Local taxes cannot. be raised, people are
not ;gaj'iiig those already due. Therefore we ask that you consider the following com-
ments: - -- - - - B R -
1. Comition sefige miust prevail when it comes to catting budgets:
(a) ALL expenditures must be included in the cuts. .
(b) ALL expenditures must be ciit by.the same péréénfaagés; J
- (c) Special-Interest groups must be listened to but the decisions should be what is
bes: for all the people. - : .
2. Common sense must prevail whei it comes to expenditares. =~ . .
_ (a) Private citizéns cannot speiid more than their incoitie, why does the Federal
Government think they can? - - . - o . A
() Probleiiis cannoc be solved by throwing mioney at them, we all need to look at
ways to solved problems without spending more imoniey. = - .. - .
_ (¢) Citizens would support an increase-1n. taxes, but only if the taxes were specifi-
cally earmarked to help decrease the deficit, niot for further spending. R
~ We are all in the same position, people are askilig for help and they expect it to
come from government, you cannot get something from government that you have
not already put-in. Better use of what we have to give is what we ask of your com-
mittee. Help us by treating everyone in the sameé responsive manner.
KEN W. ROBERTS, . . -
_ Nobles Cournty Auditor.
BoONNig FREDERICKSON, - L .
Administrator, Nobles-Rock Health
- Services.
LEE MCALLISTER, - - -- . .
- Community Socidl Ser: ices Director.
ART FRAME, --- - o .
Extension Director/Cotlinty Agent.

. HonorasLe Bupcer CoMMITTEE MEMBERs: Why do farm ecqnqmic,groblgms _per-
sist in spit2 of fifty years of well finded government farm programs? In Franklin
Roosevelt’s day farm programs. helped many farmers at a fraction of today’s cost.
Toddy most farm program benefits go to big farms. . = o
" Biidget shortages ini_our time demand a new approach to farm programs. No less
important is help to those American farmers in greatest need—small farmers and
beginning farmers who are so necessary to the social well being of our country.
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Sr{iall farmers who want no more than an opportunity to make a living for them-
selves. _ . . , o )
- Federal credit agencies have worsened conditions by imprudent ioans to expan-
sionist farmers. . - - S

The Extension Service concentrates 5ii high input, high technology farmers.
...Tax laws, rapid depreciation-for large -equipment gng Interest deductions on ]land
purchased for exparision favor indiistrialized, export oriented farm operations.
- Simplified, low cost farm legislation solely for proiection of small farmers is the
only farm program Amierica needs. e
--Benefits of a small farmis program will include: no artifically inflated iand vaiues,
no._catastrophic farm debt, no burdensome surpluses, natural retirement of marginal
land, fewer casualties among farmers and a farm budget one-fourth of its present
size. . . .

Sincerely,

GEeORGE P. HEIKES.

RENVILLE, MN, March 12, 1986.

letter is to express my._concern over_the pro-

d Extension budget. I farm in Renville County and both
myself and family members have become involved with, and rely on the many vari-
ous services of our loca] extension office and itsstaff. =~~~ =~
_Our four children are involved in the 4-H program; their ages range from 17 to
10. The experiences they have had and the learning opportu ies they have discov-
ered are unique becdiise it takes place outside the school element and mingles them
with town children .in a Cb—dgér'&itivé atmosphere: They are learni

ing to_work togeth-
er with people of all ages, she

aring their knowledge with the younger members and
learning from the older members and adults. They know the meaning of hard; dili-
gent work and being responsible for animals-and - their welfare. They have earned
the_privilege of attending State Fairs and thus broadened their experience even
more. ... . . S _ -

_ My wife has been itivolved with the Home Extension program since 1970. As a
new farm wife; it helped her ieet other women in the area and answered many of
her day-to-day questions. Their lessons have covered some very vital issues such as
Farm_First-Aid, nutritional foods preparation, Funeral Facts, Conserving Energy in

the Home; etc. The list would bé endless. for the last-15 years of lessons, but it is
sufficient_to say that they were all practical and -useful. The group of women also

provides a necessary source of release and comfort as the women can boost oné an-
other’s moraics. especiatly in this time of farm depression. - -
Since I was raised on a farm, 1 have always known how essential the Extension
Programs were. However, this was to bécome even more evident to me since I am
rently the chairman of the county comiittee. Ofie of the Services I-would like to
highlight is the FINPACK service which offers accotinting services and. computer
programs to farmers in the county. In a time of tight money and careful budgeting,
this service can_mean the continuance of farming for those who take advantage of

it. Another service is the Project Support which offers financial advice and emotion-
al_support to_the depressed farmers u~d businesses within the county. I cannot
stress to you how very important this is at this time in oiir agricultural communi-
ties. You know yourself as the news and papers are filled with the dilemmas which
are now moving from the farms to the towns and will sooni be felt in the larger
cities also. I S o .

, 1 urge you to consider the family units that the Federal citback would be affect:

ing. Now more than ever we need the support services of oiir local extension serv-
ices.
Thank you,

- ... _ GERALD MULDER,
Chairman, Renville County Extension Commiittee.

__To tHE HoNoraBLE: VIN WEBER AND House. BunGEer -CoMMITIEE GUEsTS: We have
been involved in a Rural Support Group in. Watson, MN. Qur group deemed it nec.
essary to_respond. with testimonial regarding Gramm-Rudman. A 4.3 percent cut
does not _sound like much; however,_in my. particular situation, it will cut my net
cash flow projections by 45 percent. My 1986 cash flow is projecting a net of $11,000
without Gramm-Rudman. Discounting the loan rates (which have already been

150
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slashed 25 percent) and the deficiency payments by an additional 4.3 percent, will
subtract $4,900 from my projected c w. ves me with a margin for error
of $6,100 or only 3 percent of my projected gross income. . _
- Our support group feels it is not fair for the USDA; which is only 4 percent of the
total budget; be asked to_supply 17 percent of the budget cuts! We would support
t(?n-amm-Rudmzm only if everyone and everything is subject to the 4.3 percent reduc-
foms. . . .

We feel strongly that it is important to show the public that what the farmers
feceive.in program payments is just a small part of the USDA budget. Commodity
Credit Corporation loans that are repaid ,shpuﬁ?go,back into CCC funds and not the
gerieral fund. Also, the money received from the sale of CCC grain stocks should be
retiiriied to CCC funds to give a more realistic picture as to what the farm program
costs. - - . . Ll o__

You -ifidy have heard of second and third generation farms_ being foreclosed on
and asked why or how. Well, besides poor prices for our commeodities and excessive
input costs, we.have the IRS to contend with. A father cannot sell his farm to a son
or daughter without the IRS telling him how much he has to charge per acre and at
what interest rate. Does that sound like the United States of America? L
 We do appreciate your-efforts in trying to repeal the IRS raling on keeping mile-
age log books and your efforts in r akifig mioré people in Washington, D.C., aware of
the far-reaching rural crisis.

Sincerely, e
JEROME LEE.
Box 103, RR.2; _
S . . Lakefield, MN.
_CoNGRESSMEN: 1 would call your attention to the fact that there are 3 types of
farr,ers farming.

1. Part time farmer.
2. Full time farmer.
3. Investor farming. ___ ___
. A: The full time farmer has $20/acre fix cost for living. The investor or part time
farmerdoesmot. . . _
.. B The part time and full time farmer borrow money locally which is 13-14% and
the investor groups borrow at 8-9 percent, _ . .. .
_ C: At year's end when there is a loss in farming the full time and part time
farrier have to take it from savings or borrow_more money to_cover this loss. The
investment group farmer has the government pay their losses thru the income tax
gystem and other loopholes: How can the full time farmer survive when he has ev-
eryihiiig fixed against him; : . e
How abeut you. Congressmien doing something right for the full time farmer and
research the marketing system the full time farmer sells in. When all the facts are
ifi,-1 think you will find that the marketing system in which the full time farmer
gells in isn't to his best interest. The share of the consumer dollar the farmer re-
ceives- has gone from 47¢ to 27¢. This slide when used in _hogs_means_that from
1980-85 $37/cwt or $7 per pig was lost by the farmer producer. However the packer
has had the largest profits on. record during the same time period. This is why the
full time farmer is in a financial bind by fiot getting his proper share of the consum-
er's dollar.
Sincerely, .
ABNER BRANDT.

L . Jackson, MN.
__ DEear CONGRESSMAN GRAY: | am writing this short letter- in-the hope you will read
it and gain some knowledge of how I and my-family feel about the Ag. situation.
My story is like many. I 8 a 3rd. generation farmer. Qur family came to this
1910. Now we stand e it to the Farm Credit Service. S
__I don’t consider myself a failure. I am a good farmer and manager but due to cir-
cumstances stand to lose ,evgmhing,miviéfamjly,and I have worked and drearmed for
35 yrs. and my father and grandfather beforews. =~ - - - -
__Cur feelings are very angry and resentful. Not just because of losing -a way of life
but mainly because of the callous and uncaring attitude of the administration and

probably 90% of urban and suburban society.

[y
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_We feel most urban and subdrban Amierica 166k upon us as second class citizens
who do not deserve decent things. We are supposed to live in shacks, go to the bath-
room in the woods and live. in rags.” . . . - - - -
__To give you some idea of the anger I feel, I sincerely hope 1 live long enough to
see the United States of America hungry. Everyone. So when you go the store, food
is_rationed for years; and you cannot buy enough to eat. Then maybe you and others
wilfLeggpneciate the food you eat and the sacrifice families in agriculture have given
to you. .

Sincerely Do Hoiii
ON HOLTHE.

B . - LAKEFIELD, MN.

CoNGRESSMEN: The full time farmer (a family farmer who is making a living from
agricultire) is the one who is finding him/herself in such economic straits. Not the
part-timie or the investor farmer. Tuc part-time farmer is one who is subsidizing_his
living from another income -source (off-farm work) while farming. The investor
farmer who is not an actual farmer is one who makes his living from another
income. but by using. the federal tax system generates deductions and/or lozses
giving him a refund in federal income faxes. An actual farmer to me is one who
plants and ‘or feeds.livestock himself. As you can see I feel tve have three kinds of
farmers each with their own objectives for being in agriculture. =
- I feel if you ds our Congressmen could legislate just and fair laws the full-time
family farir :r would siirvive. - - I

Interest rates.—Every so often the news comes out that the prime interest rate
went down again. Why doesn’t interest come down for the full-time farmer? I know

for a fact (Farin Joirnal, Hog Extra issue, August, 1985) that the investor farmer
can borrow money at prime or 1 percent over prime rate. As a full-time farmer we
still have to.borrow .ioney at 12.5 to 13.5 percent. Every farmer needs an interest
rate of 6 or 7 perceiit. - - i
.. Marketing . systeni.—An -investigation of the -marketing systern must take place.
How can beef drop $17/c¢wt in a period of 6 weeks in price I as a farmer receive and
the_price to the consiiiner stays the saihe -or drops a few cents per pound. The same
poes for every commodity I as a farmer sell—pork, corn, soybeans. =
._Federal tax reform.—I am sick and tired -of individuals and big businesses with
large incomes and. profits who do not pay $1 in federal income tax. Eliminate invest-
ment credit, capital gains, and accelerating -depreciation deductions. Give a fair
living exemption with no dediictions. of $10,000 for .an individual return, $20,000 for
a_joint individual return, and $5,000 for each dependent. Give the ‘‘American
Dream’” back tn th- people. .

_ Lask; will this leiter or testimony. be read by the Biilget Committée or anyone
else? I guess I will :~aver know, bat I hope it will,
Sincerely. T
BiLL BRANDT.

Enélosiire.
INTEREST RATES, TAX SHELTERS AND MERCANTILE EXCHANGE

.- L.would like to shed somie. light facing Jackson County-and the livestock industry
in regards to interest rates, tax shelters and the Mercantile- Exchange. @~~~
.. In 1975, there were 46 cattle feeders in one township (Sioux Valley) in Jackson
County. Today, there are five cattle feeders. Of these Sive, two are custom feeders
(feeding cattle for someone else) and the other three cattle feeders still retain own-
ership_for themselves; The reason this has. Happeried isn't becaiise the feeders were
inefficient or didn’t want to feed cattle, but rather because there hasn't been a con.
sistent profit for cattle feeders to remain in the biisiness. o= -
__This production:went from the family feeder to the conimercial feed yard. Again,
the commercial feeder could not receive a consistent profit Lo stay-in the business of
sole ownership. Today the majority of the cattle are still being fed in commercial

ards, but_the commercial yards are feeding.for someone else (investment feeding).
i’):v:er, 50_percent of the cattle fed in the southern commercial yards are investment
cattle (Tri-State Livestock News; July 13, 1985 issue). . . - - o
—.It_is my feeling that investment feeding of cattle is just for tax loss or tax evasion
purposes. With the huge salaries that entertainers, professional athletes, misieians
and _executives receive, cattle feeding has turned into a liicrative tax shelte- There
have been approximately $61 billion a year of outside investment into agriculture
by those seeking to shelter some of that mioney from taxes (Farm Journal-Beef

152 N
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Extra, Aug. 1985 issue). This outside investment raises production; which in turn
lowers t:biiiiiiodiiyé?rices,r L

-For-example, Refco-Chr. Tom Dittmer feeds 625,000 cattle and 750;000 hogs annu-
auﬁsumml Farming, Aug. 1985isgue). T o
.. The fdllbﬁﬁghp%egrgg in the Farm Journal-Hog Extra, Aug. 1985 issue: “One of
the advaritages for Plainview is the fact that they are completely financed by Refco,
according to Tilma. Refco, in turn, is {inanced by commercial banks and other
sources at or-near the prime interest rate, which is about 5 percent lower than most
ag banks and PCA's.” e

twe't:: farmer feeders, cannot compete with this unfair advantage of lower inter-
est rates.

Initial investment for 625;0 $280,000
Interest (9 percent) 25,000
Farmer feeder:
Initial investment for 625,000 cattle ($448.00/head) $280,000
Interest (14 percent) 39,000

_ Tol 319,200
__The difference between $39.2 million and $25.2 million is $14 million. Therefore;
as acattle feeder, Refco pays $14 million less in interest on its initial investmcat for

625,000 cattle than the farmer feeder.
Hog feeder

Refco:

Initial investment for 750,000 cattle ($407head) . m..nmmmmmrmmmrrmrrrerseoneens sevsene $30,000
Interest 9 f)éréent) ceceee 2,700

Farmerfeeder: .. ... . _
Initial investment for 750,000 hogs (3407head):..... $30,000

Total s 34,200
___The difference between $32.7 million and $34.2 million is $1.5 million: Therefore;,
as a hog feeder, Refco pays $1.5 million less interest on its initial investment for
750,000 hogs than to the farmer feeder. - - e
. If the farmer feeders had the same opportunity of lower interest rates a8 Refco;
there would be $15.5 million more income in the farm sector:” -~ . - . _
__The USDA figures the total farm debt in December of 1984 tn be $211 billion
(Farm Journal-Beef Extra; Aug. 1985 issue). Interest calculated at 14 percent on this
debt is $29.54 billion. The interest is more than the total anticipated income for_all
farmers for the coming year, which income has been estimated to be hetween $21
and $22 billion (U.S. News, July 29, 1985). Ii interest was cut in half to 7 percent;
agriculture would show a savings of $14.77 billion. This savings would be added
income needed by teday’sfarmer. T - -
- As a farmer feeder, we cannot compete with the unfairness of the Mercantile Ex-
change. When a farmer feeder buys 40,000 pounds of actual beef, it costs_him
$25,000. As a speculator on the Mercantile Exchange; a person can control the same
40,000 pounds of beef for $700.00. When the market goes up to cover just the inter-
est for the farmer feeder ($3,500) on his investment; the speculator has made 438
percent on his initial investment. The farmer feerder has just broke even. A specula-
tor-can get out of his contract at any time, we, av a farmer or hedger; have to stay
in for up to 6 months on a yearling or one year on a calf. As a hedger; the farmer
feeder deals with a few contracts on the Mercantile Exchange. The speculator, how-
ever, deals with hundreds of contracts, which causes a very volatile market.
—-Recently a decision made in Washington DC has resulted in CME (Commodity
Mercantile Exchange) feeder cattle contracts can no longer he delivered to the Sioux
City Stockyards effective September 1986. (Sioux City Journal) The farmer feeder of

back-grounded cattle was beginning to use CME contracts to his advantage. Now the
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Corimodities Fitiures Trading . Comnimission once again. gives the speculator the
upper haiid.to play the gamie with the farmer feeder left hiolding the BAG (manure).
If more delivery points are. riot mmade available the trading in. perishable comiiod-
ities of fat cattle, feeder cattle, and hogs miust be ﬁﬁépéﬁdég indefinitely or the once
owined family farm in agriculture will be extinet. - . ) .

. Jackson Coiinty livestock feeders canriot comipete with the injustices found in in-
terest tates, tax shelters and the Mercantile Exchange. We do not feed livestock for
the dediictions, investient credits, accelerating depreciation, capital gains or fo feed
for a loss. We feed livestock.to make a profit 8o that our famiilies can receive the
necessities of life (home, food, clothing. and education), pay our taxes (federal, state
and property) busifiess iniprovements (farining), and then luxuries. . :

. After World War II, the town of Lakefield, Minnesotd, had five car dealers, five
implement dealers, two banks, four hardware stores, two luniberyards. Today Lake-
field hLas o car dealers, no implement dealers, two branch banks, one lumiberyard,
one Lardware store, two fertilizer plants, one elevator, 1o five and.dirie store and
roiighly S0 hoiises for sale, Until we legislate against the injustices found in our tax
system and the Mercarnitile Excharige, lower interest rates to 6 or 7 percent and
return a profit for our agricultiiral commodities, our rural areas consisting of towns

and faimily farms will continiie to deteriorate.

__(This article was cut out of the Drover's Journal, March 6, 1986, issue. Total inte-

gration has been achieved in the beef and poultry industries. It is starting in the

hog and grain industries. The full t,ime,,f,amﬂ{ farmer cannot compete and will not
survive. What has happened to our anti-trust laws?) .

Swirr PURCHASED BY TExAaS BUSINESSMAN—INTEGRATED BEEF OPERATION A GoAL,

Cox OFFICIAL SAYS

_ _ o By Mike Fitzgerald) _ L
 DaLLAS, TEXAS.—Swift Independent Packing Co. has been piirchased by CHS Ac-
quisitions II, a corporation indirectly owned by Texas agricualtural businessman
Edwin CoxdJe. - = - - -

Although the purchase agreement states that Swift will keep its name -and contin-

iie to operate as an independent entity for the immediate future, plans for the firm

are anything but stagnant, Cox’s office said. ST

“Mr. Cox’s primary reason for the purchase of Swift was to enable him to have a

totally integrated beef operation, all the way-from- producing to distributing the

grodgctﬁ,’,'ﬁgrpbx official said. Projected sales of the joined operations are set at $5
illion annually.- - - - -
_ Swift stockholders approved the merger Wednesday, Feb. 26 and the transaction
was-completed Thursday, Feb. 27.

S.completed 1nhurscay alo. - oo~ Lo Soooon s
- It's-Swift's strength in sales and distribution. that made the acquisition attractive,

he added. The Swift purchase complements Cox’s ownership of Val-Agri, a major
packing firm with plants-in-Amarillo, Texas and Garden Cltgé Kansas. -- Lo

—- Another key block-in building the vertically integrated beef operations in Cox's
Valley View Corporation. Valley View giir'chﬁ's'ed Friond Industries six fonths ago.
Friona is the beef feeding-arm-of Cox's holdirgs that consists of feedyards with com-

“Eiijbyﬁ;% all the benefits of an integrated agricultiral operation’ includes
owning -Valley View Energy, still another Cox holding with oil and gas interests.
Valley View Energy incliides two electrical facilities generating power from cattle
_ _Swift operations incliide three beef plants that are located in Guymon, Okla., Des
Moines, Iowa and Diiinas, Texas. The three have a combined slaughter capacity of
1.6 million head. ... - o L .
~ In addition, Swift has seven pork plants, six of which are. éf)éi'étiﬁ% They process
9.1 millioni head and are-locdted in Marshalltowr, Iowa, St. Joseph, Mo., Huron,
S.D., San Antonio, Texas, Moiltie, Ga. and Worthington, Minn. . . _ - S
__.The Edst St. Loiiis plant closed Feb. 27 and had a capacity of 1.4 million head.
Thei’ Elil;'lghtéi'iii'g and procesginig plant is being “miothballed” and has not been put
up-for e.- - o - S - - . - .
. A lamb slaidghter plant ini San Angelo, Texas, has a slaughter capacity of 700,000
head.annually. Swift also. includes 66 distribution and sales offices located through-
oiit the country, serviiig 22,000 customers. o _ s
The sale price was reported to be in excess of $250 million. Each share of Swift
cominon stock was converted into one share of Swift exchangeable preferred stock

|
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with a $Zt1eigﬁidaitiéh,,§éliié and the right to receive $21 in cash. The preferred stock

will be listed on the American Stock Exchange.

PREPARED STATEMENT OF JouN €. CarruUTH; DaNVERS;, MN

.1 am a farmer in Swift County. My three sons and I farm approximately 3,000
acres of land and milk 150 cows. I am also chairperson of the Swift County Exten-
sion Committee. _ __ ___ . __ . . . N L oL
-1 would like you to know what the Extension Service is doifig to help the people of
Swift ,Co,untly during the present rural finarncial crisis -~ :

__First of all the staff is busy; more so than ever before becaiise they are tryifig to
continue many of the educational programs they pianned before the full extent of
the financial crisis was known. They are also adapting some of those earlier planned
programs so they more fully address the present situation in the county. Besides
continuing and adapting the earlier planned programs; they are initiatii.g programs
the rural financial crisis._______

Annual Corn and Soybean Day program. The. topici were: “Economic Factors to
Consider in Corn _and Soybean Production”, “Cost Effective Weed Control”;, and
“Marketing Strategies for 1986”. _ - i
__A few_of the educational programs put together to address the farm financial
crisis are. (1) A Stress Workshop in January 1985 and another just completed on
March 7, 1986, Professional counselors conducted the workshops which were well at-

tended by the rural population. (2) A “Legal Affairs and Farm Finance’ seminar
which was held at two Jocations in the area and was well attended. In fact; there

as been a request to repeat thi oon as the Minnesota legislative session_has
been completed. (3) Our home economist has started a Volunteer Budget Consuitant
Program. This program is designed to help, duals and families with budgeting:
—Our Extension staff is also very much involved in the Federal Farm Program.
That is, they have been assisting Swift County farmers in arriving at a bid for the
National Dairy -Herd Bu Oy,t,PEO%!am,,and,,thg Conservation Reserve Program. Be-
sides that they have made availab

has been a re

have m available a computer program for analyzing participation
in the 1986 Government Feedgrain and Wheat Program. .~~~
- Besides all this, the Swift County Extension Service is helping farmers individual-

ly in Farm Finarcial Planning with the aid of the University of Minnesota's Fin-

pack program. The requests for this service are greater than the staff can handle.
_ Our Area Extension staff has also been very helpful. Jerry Wright, Extension Ag
Engineer has helped area.irrigators understand the safety requirements as well as
the cost effectiveness of injecting chemicals into the irrigation water. =

-4-H is a valuable learning program -for my children. They have learned many
skills. which will be beneficial to them throughout their life. 4-H also multiplies the

use of each dollar invested-with services-provided b many volunteer leaders.
.. As_chairperson of the Swift County Extension Committee, I want you to know
that Extension has resporided to the rural financial crisis as I stated above. I know
this froin.personal experietice,- comments from-program participants in the county

and reports I receive moiithly from ¢:ir County Extension staff.

PREPARED STATEMENT OF JAN REMUS, VicE PRESIDENT, SiBLEY COUNTY EXTENSION
CoMMITTEE, WINTHROP,

It is my understanding the Federal Government is propoesing to_cut. our Extension
1 99 percent. This could have a devastating effect on our Extension Pro-
gram. According to the Association of Minnesota Counties; this would result in a cut
of one agent per county. We presently have only 2!z agents in our Connty Exten-
sion Office. To cut 59 percent we would end up with 1Yz agents. Sibley County has
no fat to be cut. We are at a bare minimum now. We cannot lose one ag~-+ per
county without a profound effect on services rendered by extension. . ___ _ ___ = _

Extension is very important to a rural community. They provide help in time of
need, an outlet for the ladies of the communities, and a chance for children to learn
and- grow. - e
--The-ag agent in this time of rural crisis provides the farmer with many services.

rogram 59 pe

He helps-the farmer with financial planning, such as FINPACK; by meeting with
individual farmers to work thru their vroblems and stay in farming. It may be by
getting an FHA loan, restructuring debt, or raising their efficiency in production,
but the ag agent takes the lead in getting this done. He also is active in the media-

tion process between borrovrers and lenders and must run a FINPACK on all farm-
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ers who go t0 mediation. He also coordinates Setting up mediation sessions and se-

lecting a mediator. He is also involved in Project Support which is a hotline for hel}-
or referral for help for needy farmers. This does not even cover the everyday diities
of an ag agent. They must keep farmers alerted to any changes iii varieties of grain,

chemicals, fertilizers, pesticides, etc. He also keeps farmers aware of rapid chang.s

in our land values and rent charges. To lose an ag agent would be tragic to a riivil
communjg-,,,,,,,, i T Tzt - N -
__Our 4-H agent is very much needed by the children-of a rural comimiinity. Once
agal

ain our rural crisis rears its ugly head. Unfortunately the problems.in our rursl
area does not affect only mom-and dad. Many-teens suffer during this time, too. Oty
4-H agent is active in ‘Teens in Distress” and ‘‘Teen Suicide.” We have already had
a teen suicide in Sibley County. When something such as this occurs more teens
begin to feel stress also. She is also currently- working with two schools for setting
up a program for parents of teens dealing with suicide. She also works hard to pro-
vide a good 4-H program for these children, an outlet for them and a chance to
identify with people of their own age outside-of the pressure of school. To lose a 4-H
agent would be devastating to the children of a rural community. - ~
SHQUL home ec agent is extremely important to the women of our.rural community.
e

organizing a workshop called “Working-in Rural Minnesota Today.” The conference
was mainly for those who help Sibley County families- and communities. We heard
many positive comments_about this workshop. She also provides informative and
pertinent lessons for our Extension Homemakers Study Group Program. To lose our
home ec agent would be extremely traumatic to our rural community. - :
agents at Sibley County-are responsible for iiét\iréi:kihg— with-other agencies
throughout the county as STAND (Standing Together As Neighbors Do). The biggest
share of this leadership falls on our nurses and extension agency.- - - :
1 know we need budget cuts, but we must not lose sight of the fact that our exten-
sion agency is probably one of the most valuable services provided to the rural fami-
lies and communities. In this time of rural hardship, I ask that yoii do not.impose

another hardship on these farm families and farm -communities by cutting the

b}ll;dget of our extension agency. We desperately need them. Please, help is keep
them.

PREPARED STATEMENT OF RICHARD EKSTRAND; VICE PRESIDENT AND GENERAL MANAG-
ER,; Lowry TELEPHONE Co.; LOWRY; MN; oN BEHALF OF THE NATIoNAL TELEPHONE
CoOPERATIVE AssoclaTioN (NTCA)

Mi. Chairinan, Congressman Weker, menibers of the chmmittee. My name is Rich-
ard Ekstrand, and I am the vice president and manager of the Lowry Telephone Co.
in Lowry, MN. Today, I also represent the National Telephone Cooperative Associa-
tion (NTCA), a national trade association representing more than 400 small and
rural telephone systems.in over 40 States. I appreciate the opportunity to present
testimony to the comwittet. concerning an issue of tremendous importance to the
State of Minnesota and to farm comimunities everywhere; the budget proposal for
the Riiral Electrification Administration (REA). i

Lowry is a small, family-owned commpany serving approximately 680_customers in
riiral western Minnesota. We have. four employees, including myself. Our subscriber
density, a figiire which in the capital-intensive telephone business is used to gange
profitability, is about foiir customers per route-mile of telephone line: This is a rela-
tively low niimber., The company was founded by businessmen and farmers in the
Lowry area in-1906. Its piirpose was.to provide telephore service to a small commu-
nity that the then-Bell systeni had chosen not to serve because of its scattered popu-
latien. Lowry has provided single-party service since 1969. We are proud of the high-
quality service we make available to our customers, . T

My commerits before yoii toddy are made in the hopes that with your help, Lo
and -other small, rural telephone systems will_be able to continue to provide suc
service. Today, rural telephorie service is threatened by deregulation and by. propos-
als to phaseout all lending of the REA and the rural Telephone Bank (RTh). De-
regulation, spurred by several forces including the AT&T divestiture, technological
development and the- market-oriented. Ehilosop}iy of the cuirent Federal Communi-

i¢ flow of industry revenues away from local

cations Commission (FCC), is shifting t!
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service. This shift is occurring due to several regulatory actions, including: The FCC
dccess charge decision; the phaseout of settlements for intrastate toll revenues by
state regiilators; FCC and State regulators’ active promotion of competition to pro-
vide telephone-type services to selected customers; and changes in the allocation and
recovery of nontraffic sensitive plant costs,.
- We anticipate that the result of the regulatory shift will be a greater burden on
local cistomers. In Minnesota, several deregulatory initiatives currently are under
1 may > a significant i bscribers. At the
same time, technological changes are making e:isting telephone plant obsolete.
Aerial cable can now be replaced by low-maintenance buried cable and mechanical
and electronic switches can be repla:..d by digita. switches that reduce operating
costs, provide equal access to an fongdigzange,caxriex,,tha,t,,dgm,a,nds,,,i,;,and,enabl,e
us to provide custom-calling and billing services to supplement our declining reve-
nues. - - - - -
- In-this time of regulatory change and increasing need for up-to-date equipment,
the REA and RTB loan programs will be critical to the survival of small telephone

consideration which may have a significant impact n Lo

systems. This is why we at NTCA are deeply concerned about the President’s fiscal
year -1987 proposals for the REA and RTB loan programs. The President has pro-
posed to phase out all REA and RTB lending by fiscal year 1990 and to elimir. te

telephone loan guarantees in fiscal year 1987. He has also proposed to increase in-
terest rates on REA (but not RTB) loans to the Treasury borrowing rate plus 1%
percent and to charge an up-front fee for loan origination. The fiscal year 1987 pro-
posal also eliminated the $30 million capitalization for the RTB.  ~ =

We disagree with the President’s argument that REA borrowers could obtain fi-
nancing from commercial sources. The net worth of REA telephone borrowers aver-
ages 28.5-percent as compared with the 42-44 percent debt:equity ratio that the pri-
vate market requires of telephone systems. Also, REA holds first lien on_all borrow-
er property, even that which is acquired with non-REA financing. It seems unlikely
to me that a commercial lender would agree to finance equipment on which he
could not hold the first lien. Finally, few REA borrowers could afford commercial
loans. Only about one-half of REA telephone borrowers have qualified for RTB
loans, which bear a lower inte-est rate than do commercial loans. _

The proposal to phase-out RTB lending and to eli

e X iinate capitalization for_the
RTB does not make sense, either. The RTB was established to provide cn intermedi-
ate source of financing for REA borrowers. It enables those that can afford to_pay
slightly higher interest to do so while reserving the REA insured loan programs for
the teiephone systems that cannot afford to pay higher rates. The RTB makes it

possible for telephone systems to work their way up a ‘“credit ladder” toward
higher-interest financing without placing a sudden burden on their consumers. __
__ Finally, we believe that an up-front Ivan orgination fee on REA and RTB loans
would present a significant burden to small telephone systems. For many. years;
REA implemented a policy which_ penalized telephone systems _which accumulated
cash and even nonliquid assets. It is harsh_to_propose now that the borrowers be
required to pay a large up-front fee in order to obtain needed loan money. .~ __- _._
.. NTCA urges the Budget Committee to reject th:_President’s FY 1987 budget pro-
posals for REA and the RTB. The committee has_supported these programs. in.the
past and this has made it possible to finance extension_of new and_improved.tele-
phone service to thousands of rural consumers each year. We ask yon to continue
this support for small telephone systems and for all rural America. Thank you.

PREPARED STATEMENT OF PAUL AND AGNES BECKER, WORTHINGTON, MN
~ o ) 7 _WHAT A WASTE OUR LIFE HAS BEEN
I started farming in 1948 and was married in_1955. We had trouble in 1985 refi-
narncing. PCA delayed or should-I say literally refused to renew our loan until FLB

made us-a deal. FLB agreed to lower their interest on our land loan to 8.5 percent
interest for three years. Of course we mortgaged every acre we own. My wife Agnes,
our attorney (Dave Huey, PCA’s top- man from Windom) Dick Noyes and I were
present when this agreement- was made. Dick Noyes stated at this time “Everything
for the Beckers.” We started with PCA in 1956 and there have been many years
that our-interest-bill was over-140,000.0U a year. Not like they hadn’t made the big
bucks off of us. We found out in Feb. 1986 that PCA put our loan in a 215 account,
and now have-us all set up for closure:. Our loan was due Fel. 1, 1986. I was talking
to-my loan officer on about the 3rd, about setting up a time to renew our loan. He
informed that they cut us off from all money. There was still 70,000.00 left in the

1!
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biidget from the last year. PCA’s word.is. worthless ariless you have an agreemient.in
writing you'd better forget it. This was sure some deal, hardly 6 months and they're
piilling the rug.out from you. November 1 PCA loaned us the 1985 interest payment
for FLB. In January they began the foreclosure procedure on us. PCA said our &c-
count was put in 215 and all payments would go on the principal and not for inter-
est. Our attorney advised us that this was a set ap for foreclosure. PCA has a mort-
gage on my hogs, crops and machinery. When PCA wants possession of all hogs they
have to put them on the miaiket for slaughter because I've had suderaties: Law re-
quires_no sale to a feeder. We’'ve hogs_all sizes; abont 1,500 head. PCA tells me_I
mist feed them out for them biit will give us no money for putting in the crop. He
told us to rent the land ouit and a payment isn’t doe ontil May. Our_crop makes us
gome profit but the hogs don’t. Because we have a farrowing barn and a finishing
barn that we built in the 1970’s of which the interest is killing us. PCA doesn’t care
about us or our families they want to-hog everything. And don’t even leave any-
thing for FLB. We're suppose to sit here and feed their hogs, reni. the land oat; then
hext year give it to FLB. The taxes on a deal such as this would kill you. Especially
after the sale of the machinery. The taxes will amoiirit to about a quarter million
dollars, with capital gains on 520 acres of land. - L .
We wotld like to.stay here. There is no.way I can possibly pay this kind of tax. I
am 58 years old, who is going.to hire me? That leaves welfare for st yport. June.of
1975 I waiited to purchase 120.acres of land for $900 an acre. It was about 4 miiles
away. Oiir 5on was going to get married and would have lived there. A quarter sec-
tion on-a 5 year lease went with the sale. After about 4 to 6 weeks we started has-
seling them for an answer, PCA advised us in their own words “you don’t iieed an-
other farm what you rieed is a hog house.(a farrowing barn).”.PCA broaght sales-
men out to our farm and into our home. They took s to other farms to lool at this
type of structure. We left right from their office and they took the whole atternoon
from work to show us the barns. - - . - L L
_ .We were not aware that-we had to mortgage our farm for the loan. for that first
$100,000 investment, until 1 had sighed the purchase agreement with the dealer for
the building. Also FLB loan officer who handled.our-loan stated “You'll never see
over 9 perceiit interest on yoiir loan for this building,” qiiote Wayne Land. We could
have gotteti a loan with an insiirance company. With a set rate of interest of 9 per-
cent. Our-confidefit. PCA loan officer convinced iis that FLB was the way to go. Had
we ever dreaimiéd of 14 percent interest we'd never have construcied one; let alone
two buildings. Oar total investment i it_ is about $250,000. ... [
Our land really never hurt us. We paid $325 an acre for 200 acres and $367.50 an
acre for 320.acres. These hog barns are the death of us. PCA and FLB told us build
or we'd be lost by the wayside. You have to keep with the times. We need lower
interest rates and highier prices- for-oiir. prodiict.. Time too, we need titie to stay. in
until things. get better. We can’t afford to pay the high prices we.do. Also in the
1960°s PCA broiight ouit insiirance salemen in the same manner as durifig the biiild-
ing boom. I read aboiit it-in the papers whei it caught up with them:. There was a
big stink over it. No wonder the PCA loan officers brought tiirkey’s to us for Christ-
mas from the insurance company. - - . - B . . I .
I guess we really got set up. Sucked us in real good and made damn fools of us. I
can just see.them lzughing all the way to the bank. I hear now. these same loan
officers lauigh at these same farmers now when they come in in distress: o
- Our loan-with FLB is for $635,000 on our land. T could work. out of my situation
by custom feeding hogs and othier changes in our operation. The first most imipor-
tﬁﬁt draw back with PCA is they don’t keep their word. It varies from one day o
the next. - .. .- . e . .
PCA aiid. FLB wzs stuirted to help the farmer biit ini the 1970’5 we got used royal-
ty. When PCA ‘foan officers had a contest going in the southwest Minnesota I
shouldn’t sdy just the sificers it was the whole organization. Their main goal was to
gee which district could loan out the most money. This was common knowledge. The
loan officers got a kickback as an incentive _for the loan officers to really work at it.
They even were advised (according to a_Rirector on FLB Board) to make some
poorer leans because they had too many good ones. . e
This whole thing is kiiling iis because they’re breaking .us with their pencil. They
wrote -off $500,000 of our net. worth on_our financial statement. No one can stand
that. We had improverieiits incladed in that amouiit. They. had_been made since
1968. They were_dropped.completely. 1 guess they must. be worth less now: I'm
trying-to -get help from FHA: So far PCA isn't man enough to even send us our
fieeded letter to proof of denied credit. Which we requested. ... ..~ -~ = _ __
.. I'll. probably have. to_file a chapter 7 bankruptcy. Then they can pay. the taxes.
Oiir loan with PCA is $311;000; as of February 1, 1986. When we built this first hog
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barn my wife was against a capital investment sach as this. Our loan officer all bat

directly insulted her for her opinion and belief, oni this deal. He retired last year

and told me; “you should have listened to yoiir wife.”

_.In the 1970’5 they couldn’t shovel as enough money and now they'd let you starve.
80_they can get their hands on the money. Now and I mean right now. FLB wili
have the most to lose the most besides ourselves and I guess we should know by now
we don’t.count. We'll niever ever be dble to pay those taxes. o I
<1 talked to Jim Corum who was the head advising attorney for Farm Credit
System in 1968 through 1983. For Minnesota, Wisconsin; and Michigan. He told me
(us).in the early 1980's and 1970’ all loan officers made a commission on all motiey
PCA Jloaned out. It's algo interesting to know why FCS fired him. Nothing like knif-
ing the farmer in the back and we listened to these so-called confident farm advi-
sors. Telling us what we wanted to hear while they laughed all the way to the bank.
__We had to mortgage all our land last year. They okayed this deal May 17, 1985
and it took until July 17, 1985 before the papers were reacy for signing, During this
period they raised our FLB loan interest 2 percent. So before signing this szreement
we_had to give them a check for absiit $21,00C (for the interest which was like a
penalty). So whut they gave us with one hand they took away with the other. We
knew nothing aboat the extra interest. e o
. We gave FLB a miortgage on our last free half section for a deal like this. PCA
forced this agreement and are the first ones to kiil us. Our land payment isn’t dite
until in Mayof1986. - . " o - -

Also when FLB made this deal it was a 3-year deal and if we needed miore tifme it
was- to be «:tended for two more years. But when the papers were written up the
additional 2 years were dropped. - - - o

If we could just get financing for a couple years I believe we woiild be out of the
woods. We could write a book; but I'd better stop, e
_.We the American farmer need. help now. The losses we took when the butcher
market went to pot_are unbelievable. We borrowed more money against the land to
keep on farming. That was another mistake we did under the advice ot our PCA
loan officer. Now I'm going to lose our crop, land, and machincry. Also our home:
With no money to.buy a different one.

What can we do? We need kelpnow. R
. This area around Worthington is the area that our Farm Credit Syster made all
their big biicks from all the suckers like us. Now we're getting the -x. That's the
thanksweget. T T
- We've been with Farm Credit System for thirty years: Through thick and thin
they always got paid their interest. — o
_ We're just a broken hearted farmer who gave his life to work for the Farm Credit
System for nothing. We've no future; Nobody wants to hire me or my wife at our
age. We've still a son at home going to school who needs an education to go and
make his way. . S o ,

What can be done to help us? Please!

PREPARED STATEMENT OF MRs. EstHER LEE; REVERE, MN

__Because of Reagan’s budget. policies this is evidence of what is happening in our
area of rural Minnesota &5 it dislocates farm families. -
- _From U.S. Highway No. 14 soiith on Redwood County No. 7 (hard surfaced road)
into Cottonwood County to_Highway No. 10, there have been 23 _dwellings on 20
farmsteads. Today on these 7 miles ther : now are only 3 active farmers left; 6 dwell-
ings are occupied by retired people; 10 sites are unoccupied or abandonied; 4 of the
young farmers have been forced out of business, - o .
- This i$ dl8o having a most disabling effect on our towns with their community
facilities such as churches, schools, and medical faciiities. Thirteen youngsters from
these same farm houses attended school, but 3 have already gone and 3 more will
leave when school js out.. Two more are in one -family forced from farming, but
remain for present in the farm house: One can drive into town and find a “Closed”
sign_on_a door telling us arother Hidgin siveet business has fallen.

Unless there is.a quick change in policy in Washington, the family farmer will be
gone and corporations will be in control. ~ 7 .

The handwriting on the wall is very obvious and must be read as it contains an
ominous imessage for us all.
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God's creation He set before us. - - . : - Sl ]

‘However, it is disgusting -to.work long. hours to put in the crops and to harvest
them and then get very little in return. Let's try and, try teal hard to get a better
price for our commodities—grain and livestock. . . . o I
--It would be worth -miich if the finan institutions could be more cooperative
Now. We need their help just as much now, if not even miore, than we did several
years ago. Why are.cattle siich a risk to the bank? We could have hought heiferettes
at 43 cents a-pound and locked them in at.60 cents and they'd have to think about
it. These deals are fiow ard not for later discussion: We had the feed to feed them
te . Five years ago they (the bank) asked us what our long term goals were as far as
catle feeding was .concernied and we told them and have reached_that goal about
three iééi's' ago.. Now they won’t borrow any money for_cattle when they (cattle)
coiild have been bought at a reasonable price and locked in. To me livestock feeding
is nio more risky than grain farming.  _ . __ ____ ____ _____ _ ______ _____ _____

We did miot bily any land at these ridiculously high prices. Couldn’t the lending
agericies see that nobody could make it on high_interest and principal payments for
the land. I.feel many of the lending agencies are to be at fault in lending money for
this type of operations. _ _ 0 . . ___ __ ____ . .
__Let’s have an interest buydown and be fair too all. There should be nc writeoffs.
Cari’t all of us be treated alike. If one_has a writeoff, take a percentage of the write-
off for.all. Just lower the interest rate for all of us farmers and give us a chaice to
prove that we can cash flow. There’s no_way to cash flow now, in a positive manner,
with low grain prices and high interestrates.
. As to the minimum wage being raised 5 percent a year to compensate for cost of
living increase; who_gives ua farmers a_5 percent raise for cost of living increage?
. Now i8 the time when we need more cooperation from lending agencies; lower in-
terest rates; better prices for grain and livestock.

PREPARED STATEMENT OF GLORIA TEPFER, DANUBE, MN
 To the members of the Budget-Committee: Geritlemen,. I want. to thank you for
taking the time to come to rural Minnesota ziid witiiess the worst farm crisis since
the Depression, Leading the Nation in farms lost during the past.year was Minneso-

ta, which is down 5,000 farms. Minnesota farms now. number 96,000, compared to

101,000 a year ago. About 28 percen. of the Nation’s.fariners face severe financial
problems. Of-those, 100,000 are techitically insolveiit and another 100,000 are so

close therz’s little hope of saving tliem. Ever with an extension of 1985 loan.rates

and tgrfeg prices to maintain. curre:it farm income, 8:1 percent of ail farm operators
will -sell out each-year for-the next 4 years. About 9.9 percent of all farm assets
would have to be ligiiidated in. order to.service the debt on remaining assets. That's
about three times the normal level of farm assets coming onto_the market. The
snowballing effect of those liquidations, which further erodes land values and far™
equity, mearns the worst is yet to come—probably in 1987.- . -~
. “American agriciiltiire.is bleeding—and bleeding profusely—from wounds inflictco
by poor commodity prices;, high.interest rates, the soaring doilar and disipflatio...
We, riral America need your help. We.did not create the situation we now find our
<elives in. You, the Government did and now it is your mﬁﬁ»onsibjlity,a&Budggt,Cgm-
f1ittee members.to go back and recommend that some dollars be put into; not taken
away, to make the agriculture economy healthy again. We will no longer sit 11ty by
and watch oiir family farms, small towns, churches; and schools disappear only to
be replaced by corporations and foreign interests. . ___ __ _________ . .

Thie Farmers Home Administration needs more funds allocated to them for their
programs. They need more funds for farm ownership, direct operating and for more
personnel to handle and process the loans. Instead of the lender of last resort,
FmHA has become the only lender that is willing to work with farmers in a debt
restriictiring program. The USDA need the funds available to guarantes farmers
100 Péi'i:’eht of parity. Farmers need to farm for a profit. Let me put it very simple,
woiild you go to work every day of the_ year; incurring the same expenses tui not
recel ing any pay?. I think not, yet that is exactly what the American farmer has
been doing since 1980. - . . L. .
_ Yes, the Government needs to. balance_the budget and stop the deficit sg@ndi,ng,
biit taking away from Peter to pay Paul is not the answer. There are cuts thal need
to be made and the waste trimmed from many programs. In 1984, colleges in this
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country received $59 million in grants from USDA to study better prodiiction of soy-

beans and corn in Peru, Brazil, Argentina; and South Africa. This is pure nonsense,
The defense budget needs to be cut without serious conseqience to our military
strength. The welfare program needs some garious research. There is something
wrong when the incentive is to stay home and draw beriefits rather then work. We
have taken the .incentive to work away and made a lazy nation out of America.
Loopholes in the tax system need to. be closed 5o the rich pay their share of taxes.
The monetary system needs to be returned to the control of Congress where in was
intendcd by the Constitution of Amierica, .. . . .. o

“* * * A wise and frugal government which shall restrain men from-injuring one

another; shall leave them otherwise free to regulate their own pursuits of industry

and improvement, and shall not take from the mouth of jabor the bread it has
earned. This is the sum of good government. * * * ”—Thomas Jefferson, First Inaii-
gural Address, 1801.

Thank you.

PREPARED STATEMENT OF PATRICIA A. PEDERSON; CHAIRPERSON OF DoucLas CounTy
ExTENSION COMMITTEE AND FXTENSION STATE ADVisoRy CoMMITTEE MEMBER
., At this time I would like to fociis ofi oiir riiral crisis and what our Extension is
doing to help people in Douglas Courity, o
. Project support activities were-launched in .November 1984 with the goal of help-
ing distressed farm families in the areas of financial planning, stress management
and support. Larry Zilliox, Douglas County Extension Director, was one of the desig-
nated staff who played a role in counseling not only in Douglas County but sur-
rounding counties. The approach was to let community organizations be aware of
the seriousness of the farmer’s problem and find_out what services they could pro-
vide 86 we could refer individuals to the Pproper agency. A second. approack was to
provide financial planning ot those farmers who need help in looking at their short
term financial situation. The third objective was to provide somie type of support to
these families who might be leaving farming: L e
Support included help in locating other types of work to obtaining information on
new careers and training. In March 1985; there were & number of extremely diffi-
cult cases handled in regard to financial farm assistance, wherein only about 50 per-
cent of them were feasible to restructure loans. The local FHA Office assigned Ex-
tension several cases to work on in which we were to look at the 25 percent set
aside program. ____ __ _ - - S
_..The 4-H program also made & commitment -to Project Support. By emphasizing
self esteem and togethr ness in families in 4-H, there was a more positive feeling.
__. Lori Vig;-our County Extension Ageiit, played an important part in offering finan-
cial management. Most recently a home correspondence course in financial manage-
ment for young families was offered in which 21 families participated. A personal
comment in regard to this course was “it provided a base from which to start iderti-
fying priorities and developing a budget system consistent with o financial re-
sources.” — - e -
__Our local Extension office has cooperated with other service agencies in providing
programs and materials relating to the rural crisis. - _ o
.1, Patricia Pederson, a long time citizen of Alexandria; who algo serves on tiie City
Council, urge_you to take this testimony in consideration and continge to offer sup-
port to the Minnesota Extension Service as it meets the needs of our people.

PREPARED STATEMENT OF DAvID Hicks, REDWOOD. COUNTY EXr=NGIoN COMM ™
CHAIR; AND KENNETH HEMMINGSEN, COMMITTEE MaMBER :
__We would like to express our corceri on_behalf of Redv/ood_Toynty concerring
the proposed Federal cuts ifi the Cooperative Exten-ios Prog. .. Vhoe cats 1
acted as proposed, could not come at a worse tira~ 7>r rural - tmeiica;
_. We have been active in Extension programs for ... st - lives_and have ob-
served the tremendous grewth in the need for our ~cceptancs of fixtension pro-
prams. oo e g S
. The Minnesota Extension Service has been, js and w. * be woridity very hard with

farm families in the areas of financial planning; waei+ computez prigraiis have
been run to help them look at the future and help to devi:inp positi- cash Aow situ-
ations.

pomd |
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__Family resource management and stress has been the topic of several Home
Study Group lessons as well as workshops given to organizations and professional

being reached through wellness programs that meet their needs. . . .
l;éIt:,th;a,j',lmd,s;])for Extension are cut back, whose research can people depend on as

ing accurate? - - - ] S )
__The requ Extension Service %e;rsgnnel—h'és’ never been greater. This demand
by the public indicates the need for the type of programis offered thi'blagh the Exten-
sion Service and the Land Grent Colleges. This is not the time fo indiscriminately
throw out programs just to make & budget, but to evaliate and address the prob-
lems that directly affect the lives of people today. S o
__Thank you for giving the Extension Service ffiii- consideration in the budget proc-
ess.

PREPARED STATEMENT SUBMITTED BY GERALD GEURTS, CHAIRMAN, ON BEHALF OF
Traverse CoUNTY ExTENSioN COMMITTEE
. The Traverse County Extension Committee is alarmed and concerned regarding
the. federal budget cuts to Cooperative Extension Service due tv the Gramm-
Rudmanbill.
__ One-third of our_total budget for
Government. With the proposed dr.

tension comes froni the Federal

,,,,,, cuts ig,feieraj,f;ugdin%;—@()o,@oo (5 percent)

cut in 1986 followed by a 59-percent cut in 1987—there will be drastic euts-in pro-

grams_and Fe:sonnelL,ILis, certainly not realistic to assume the state and individual

counties will be able to make up the difference. =~ .- - - - -

__We_oppose changing the Smith Lever Act to state “future federal extension dol-

lars_be_used solely for_enhancing farm_profitability and for conservation”. The

budget proposal states that it is neither necessary or appropriate to use federal dcl-
lars for non-farm servi ;

“Without federal funding, programming in 4-H youth developrienit, Home Ec/
EarjnilybL,lvmg and Community and Natural Resource Development would be mini-
malatbest. . __ - . ;

4-H provides learning experiences for youth that are not provided anywhere else.
4-H develops leadership and citizenship in young people. They learn to take pride in
their community and volunteer time improving it through the Comminity Pride

Project for example. = - S e . .
The Home Ec program is not cooking, sewing and cr.ifts. Hoie E¢/Family Living

cludes initiatives in the following areas: food miitrition and health, families

in communities, energy and environment, family econoiiic stability and security, as
well 85 voluntesr and leadership development. - . e
_ Community and Natural Resource-Developmetit, as well as our present. Agricol-
tural programs, are needed today with the rapid changes in society due to technolo-

gy and changing world markets to name. just a few. Extension agents across the

state are working extremely hard at helping families. look at their options and_op-
;ities on or off the farm. Agriculture is far broader today than strictly Ag pro-
uction!

_ We urge you to
Extension Service proposed by the Gramm-Rudmian bill:

linnesota_Extensior

,,,,,,,,,,,,,,,,,,,,,,,,,

;e you to ‘ake measures against the federal budget cuts to the Cooperative

PREPARED STATEMENT OF CHARLES WiNzER, HERON LAKE, MN

The. United States farm economy is heading into a severe depression caused
miostly by these two economic factors: (A) Cost of inputs. (B) Monetary return from
the_sale of the commaodities produced.

&) Inputsinclude: o :

(1) Interest on the value of the land plus real estate taxes if owned; or rental pay-
ments if leased.

(2) Seed or planting stock. ., . e it ol

(3) Tillage; planting and harvesting machinery including interest, depreciation,
andrepairs. . __ ___ ... .

(4) Fertilizer; weed and insect control chemicals.
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(5) Fuel for power equipment and crop drying.
(6 Lﬁbﬁi’,&nd,maﬁ;gement.,,,,,
(7) Interest on operating loans,
(B) Monetary return is determined by: = _
(1) The amount of commodities produced for sale;
(2) Miuiltiplied by the unit pr :

In the last 20 years, prices of inputs list:d in (A) above have inicreased dramiatical-

lv, some items by as much as 500 percent; while during this same period market
prices of corn and soybeans have increased by only about 100 percent:. .
Let us take a look at the possibility of Congress helping to reduce oiie of the farin
input costs. - T ; R
. Next to fuel, seed. costs have been the most inflationary agricultural production
factor of the farmer’s_inputs. This is due in part to the passage during 1970 of the
United States Plant Variety Protection Act. This law allows seed corpanies and
others to obtain patent protection for their own seed varieties and has made the
seed business very highly profitable,. =~ 0 U UEEE M
. My recomimendation to the committee is that 1 proceed to repeal the P.V.P.A.
law and return seed breeding and. research activities to the United States Depatt.
ment of Agriculture and State land grant colleges where new advanced varieties are
shared with all seed prodiicers for.the banefit of all the people instead of remaining
locked up in soitie corporation’s filing cabinet.

PREPARED STATEMENT OF DEAN AND KAREN PETERS; TycLEr, MN

— My husband and I farm 700 acres near Tyler; Minnesota. We Have 3 fartow io
finish hog operation and also produce cash crops. In April of 1985, PCA informed us
they would not renew our loan. We called our Lincoin County Agriculture Exten-
sion_Agent who helped us with a computerized finzncial analysis of our farmiing op-
eration. He went with us to both PCA and FmHA meetings to help explain our plan
to gret refinancing, The County Agent helped us put together a cash flow plan that
eventually was accepted by PCA and *mHA. We were able to make recomimenided
adjustments to-our operation and obtain refinancing for short term dekt and operat-
ing expenses. The County Agent helped us with a cash flow projection for 1986 and

we have kad our 9ngratigf,lqan,agphca on approved for the 1986 season. .
. Regarding proposed Federal budget cuts for Extensiox. it is of utmost importance
for rural America's economy and the development of our country’s future leaders
(our children) that we continue to receive the expertise and currest information (re-
search) provided by the University of Minnesota through our Minnesota Extension

VICEe.- - - - - - e il - -

Our Extension staff provides direct hg%;,tg,ggrigul;uxe,,thmugh, increased empha-
sis on developii:g marketing. skills in_addition to_incrensing_productivity. Project
Support has. been an invaluable tool to aid financially  “sed farmers and should
be continied. Programs in farm financial management .. integrated pest manage-
ment should be continued. - .~ T A OETEEE
Ag Extension Service has been a valuable tool in developing confidence and lead-
?rship in rural and urban youth through 4-H and these children are America's
atare. . S S i
. Our Extension ntitritional teaching has helred to limit the need for costly welfare
,dhood,,develé?ment, and _public _policy
to be addressed in our

home teaching. Family budgeting, early childhc
education are areas of concern thiut need to be contiru
rural areas:. . . ST
- We support adequate levels. of Federal a gpprigtj’on, to assist state and local gov-
ernments with their Cooperative Extension Service programs.
__Please_let me know that you will continue to support Federal Extension Service
budget at least at its present level.

PREPARED STATEMENT OF DoROTHY McCo¥, EXTENSION COMMITTEE, YELLOW
MEpiciNg COUNTY, CLARKFIELD; MN

- The extension staff members in_this county have addressed the rural issiies of

farm finance, handling economic stress, and family crisis issues in a variety of ways.

Seminars, workshops, support groups for families, individual counseling in problem
solving, and teens ,!n,dis,trgs,s,adyiﬁomfroup, activities are just = few of the ways the
extension team works to meet the needs of all families. Our extension team is sengi-
tive and concerned about the whole family and. goes_over and beyond.the call of
duty to support troubled youth and adults as well as the heaithy people in oiir com-
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munities. No othet groiip I know of woiild have been able to give the kind of help
with these riiral issues. They are knowledgeable about agricultiiral, youth, comma-
nity, and family life subject areas; and support each other in working with. the
county. clientele. I don’t know where anyone wotld go for the counseling help they
have given except to an expensive psychologist. .. . . . - .
- Benefits-to our family are-from t{ie 4-H yoiith development program. Kim and
Kris wouldn’t have developed ifito the responsible Citizens they are now without 4-
H. There wotild have been no other yoiith groiip that woiild have given them wide

experiences in youth development, career exploration at any early age, and leader-
ship growth. 4-H is ongoing and -stable; other youth organizations here in.the rural
area are sporadic and not available all-the titne—scoiits are hiere.if d leader can be
secured, church-youth groups are-here-if th~ pastor has time for them or ig interest-
%gr,”@;hbii- and class plays are held only it there is a teacher or volunteer to lead
em. - -- - - e - - - s
Our kids learned responsible citizenship froimn our agents who have expected. them
to carry out their responsibilities. The kids responded to.agents who cared and gave
them guidance-when they participated and helped organize events and programs for
themselves and others. Kris's-and Kim's lives revolve so miich around the . projects
they learned about in 4-H. This youth group erhaiiced their interests so they con-
tinued- to develop and pursue more indepth learning about home landscaping, poul-
try, leisure activitiés, and leadership. They bath_learned How to.work with people
through 4-H and they learned how: to feel good about themselves because they were
personally rewarded for doing the best they could, Kris credits 4-H for his skills in
public speaking. His interest 1n citizenship and the political process came from

c (Ing ycess came from 4-H
JLC and-Washington Focus. Our family has gained international friends through
the 4-H LABO (Japan). exchange.-We hosted-a young man from Japan, Kris spent a
month in the summer in Japan visiting the family, and the whole family came. here

to spend time with us . . . an experience we woiild not have had were 1t not for 4-

that teaches life skills. -
Ex i

Extension agriculture programs have many opportunities for-us dairy farmers.
We make use of their information to make decisions on farm production. Our neigh-
bor had direct help from the dairy specialist from the University and the agricultur-
al agent after his dairy barn burned down and he needed help to reorganize. We
also get help on specialty issues like custom rates, dairy feed rations, DHIA infor-
mation,etc. . - - - S o
 The family living programs the extension staff offer meet-the needs of all fami-
lies. The agent shares parenting education information with homemakers groups
and head start/preschool parent groups. The programs are-versatile and make
learning interesting for the adults that participate. They are also timely and imipor-
tant to the life in rural communities.

" Extension programs are changing to meet rural needs. It is unfair to limit the iise

of the programs of extension to only “farm operators” because there is so much
more to be gained in the variety of educational services they provide to all walks of
life. Life skills are learned by the youth which affects their current and future
family life. These kids have a base to experiment with career development and have
successful professionals as medels to look to for advice and help. - = - -

_._The kids I work with in school who are 4-F1 members have a higher self-esteem
and are able scuss alternatives and make decisions better than kids who don’t
have a 4-H background. They learn to lose and win in 4-H and they learn to. care
about adults and other kids as they all work together to accomplish their individual
and group goals.
__As a family, we have relied on_extension to mak: us strong and we want their
programs available to all families in the future.

PREPARED STATEMENT.OF PrrestoNE COUNTY EXTENSION COMMITTEE, SUBMITTED BY
ROGER JOHNSON; CHAIRMAN,; AND JOHN OLDEMEYER; VICE CHAIRMAN
- On behdlf of the Pipestonie Couinity Extenision Board, we would like to thank you
for the opportinity to express our views. . e
_ The econoimic conditions of Pipestone County are serious at this time. Forty to forty-
five percent of the farmers are experiencing extreme financial difficulties. If condi-
tions don't ifnprove we. will be faced with accelerated loss of farms, farm . families,
biisifiess, schools and chiirches. We are experieficing a drastic change in our rural
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way of life. Becausi: of these changes, individuals and families are seeking support
and fini-ncial assistance. @~ o L
At pr-sent the Pipestone County Extension Service is working hard to meet their
1eeds through the Farm Financial Management and Family Resource Management
programs. This i es_one to_one financial planning,.using. computer aids- and

, Farm_Marketing, Budget Management, Dealing with Change

nal programs such as Farm Management Strategies, Legal Rights
sion has as its mission to educate the people of this state regardless of

graphic location; age; sex; race, creed, etc. We are a research-based ed
stitution concerned about the well being of our people. Southwest Minnesota Fami
Income is the lowest in the state and the 59 percent proposed cuts in Federal Fund-
ing would have a big impact. Pipestone County will be hit hard if our Home Eco-
nomics and 4-H-Youth Position is not filled because of these major cut backs:
- We hope the Budget Committee will reconsider the proposed federal cuts for the
Extension Service because of its critical importance to families in Southwest Mirnne-
sota.

PREPARED STATEMENT OF ALPHONSE A. MATHiOWITZ, CoM REY, MN

.- The fast devaluation of farmers real estate and machinery an. the below prodac-
tioi costs received for most commodities the farmer has to sell is the reason there is
such a financial crisis in a ure. The only solution to this problem is that the
farmer receives cost of production and a reasonable profit to be able to continie oii
farming. At the same time that the farmer receives. a cost of production and a profit
for his production, he will be able to pay his bills which would also help keep all the
businesses going in the rural areas. The family farmer could survive and so could
our towns; churches; schools; implement dealets, elevators, g=5 stations, car dealers,
and all other businesses in towi. - - -
__The farmers don’t need any. miore borrcived money. They need a profit for what
they have to sell. If they.can't get a cost of production and a profit, then there is
one other thing that could help-turn tlie crisis around. If the farmers have to take a
fast devaluation from 30% to 50% on their real estate and machinery and receive
below production costs for their production, then I would suggest that all the psople
fromi the President on down in Washington; all State and County people and all the
services the farmer has to_buy to do_his farming starting with interest; gas, diessl
fuel, machinery repairs, fertilizer; herbicide; electricity, telephone, cars, pickup, rma-
chinery, seed corn, LP gas; and others that are needed for the farmer to farm, all
take a 30% to 50% cut across the bosrd just like the farmer has to take. Why are
some people still asking for increases in their oalaries when the economy is in such
a poor state? = - S -
-.Why not take a decrease s0.we can all comie- out of this crisis together and we all
will be able to survive. Why do all of the services to the fr-mer have to go up at a
time like this? We farmers also have increased costs but wno do we ask to get that
from. Let's all use some good common sense. Where will che money come from._to
pay all the increases people are still asking for? Surely nct from. the farmer; be-
cause he can't survive too much longer under these conditions. Why is meat so high
in the stores vet? Farmers are losing money on_cattle and hogs. Who is makirig this
money? Consumers, your_food costs are reasonable_ now but if the family farier
goes broke producing cheap food and the corporations take over, your cheap food
will be all over wi ii
whatever they may Le. That way w

gether. If the family farmers leave
us g0 by the way side, Let's not le
We can_and we. will survive. this +c;
over; they will not be doing their b
own supplies. £ let az band togett
with closing, =11 I can as} is, does -

[Whereupon, at 5:15 p.m., :hz hearing adjourned.]

O

th. So let's all d= our part and be reasonable with our reqiiests
«ill all be able to survive this rural crisis to-
1zm4 so will the towis .and businesses around
+i1is continue on aiy further then we -are now.
her. Just remember that if corporations take
inesy locally. Most ¢ the corporations got their
riow to keep the family farmer on the farm. So
yhedw reslly care.




